10* not 
TTni 

tt)l>?? »ftCt 



ct «ai 

ilUif for itlf«t»ftofMii*.. 

«0 

1fJ|>. 

I4«lniatr«»tent *ft4eiiitf*r«*9r Nw^itloftt I4«it 
fintfitlofii B«liafi9fal otoltetlttft n«itiitt 
ftdalRlftrttt9f«t aitifllftata littalttrt :9i ilttetitont 
C9«rt« e»fittii«i •laivrMfffOftil eMfii»«d««i ••m9«mai 
D«f«Uta«iiti r0««tmn4aff ffdioaUoi Hliili 

TDWi'i?!^*!! Rn«7«|ir«n»trat •i«if fftfiUyttatt Haaii taaiaMttt 

This 4oeaa«o« It 9\%4f faftit fof a odara/ 

on ^b* tfr«e^iv« taaaf«atat 9f a ttall fraalaatt la a efeanalte 
t«>f rona«n<:. n* e9ar«t ia 4«ffl«n*4 for tfcoa* HVt»ii« vH* ••BNar tat 
99 in<!o ^MinMa for tli«aa«ittt at ttll «• ff^r tim vlio ac* altaal? 
In baaiPtfff ba^ vtto viah «io •%raafili«fi tMlr aanattaivarial aatf 
a«naffaa«n* afcilla. tu «tt4f troaataa tlia aoYatailiaa at ata^i'ta 
kfo«it<lft, ahiXla* and a^ti^adaa raU^laa «a HI ifca lattl ataeaaa of 
atfiafaaan^i, ineladlao t^rattav da^aratnatlea ani all tataitad 
ae^lflttaa naeaaaarf la plaaaiaf, oraaalainf, diraatiif* «a« 
eoftroUlfKT a taall baalftaaat m ttia datale^aai at a aaaiaaaa pUn 
•^at la orl^teal to ^ha aaeeaaa af a^artia* a aaa iaaUaaai aai <si 
e^ntant araaa, aaet) aa aalae^iaa tfca fata af lafal ataaaliaitaa* 
fraaehltlna, Idantifflaa oataida aaaiataaaa* finaaaita tba aaall 
baalnaaa* aalaetlA^ a leoatlaa* faellit? rl«fl«itif» yataaatal 
plannina* aarkat raaaareli af»4 advattlaifto^ ^rlaiftf aai arali%» 
atlntainiaa an aeeaaa^.taa arataa* aala«liea iaaaraam, aaiataialaa 
tntantor? aai aapaliaa, and aaM«laa tiaa, rua Half faila aaataiaa 
SO laaaora. faeli iaatoa eaittaliia aa ovartlatt oMaetitaai •aat«la« 
praf>araa,« t Hat of tda ^attboak taadtaa aaianaaatat a aaaaarf of 
tha aadle" laaaoat lad »paHia« It all toaatbar*« laelaiia* ratiaa of 
thinaa »o do froa ttia tatt, atadant aaa^laaant, aad aadlo iaaaaa. 



• taprodaetiont aapal'ad by tots ara tba baat kbat eaa aa aada 

* froa tba eriflaal daeaaaat. 



SKILLS FOR SELF- EMPLOYMENT 



WHtUfi by 



Crt<liti 



Skills for Self - Emptoyinifit 

DtttgiiiTtMi 



Ail rt|fhl« r«ii«rv«<t. Mo Mrt of llilft MttrH MMyr rmprmintemiii im' 
rr(ir*#.vftj Kyi»i««i., wiim<i«»( f»«*rm*»ntrt« m wiiiiiif rrvim |^ttll»H»li<>r 
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Nates to the Student 

THE COURSE 

ThU mut— IN liUft^fM^ i&r thm* man t%4 wmmn mho m«mnI«v mv «« 
mti b^Mkimm lor t^MMMtVf* m mti *» tc* ihoM «yhu «r« Jruidy in 

«e«< »iimi, At tlw ctmeltiAkw of iMt r»wf»«, th« «tu«l«nt hjivr 

fHt tot4$ |ir«>««** it! m>^i9m»ni tn. luUm^ «!?4ip^y .fr-trrmi»M»i..f» 
»>d «|{ r««tuU'«Al *tliv»i»r« 5««««Mrv m |ii*nniny iM.}4ne/mu 



f raiH Ittntna . Hl»iilHy(nH;^ m»t«t(6« 4s*t*t4n<«. Im^mtng tht %m^a 



THE AUOK) LESSON 

iti» «udM> raMfMMMfti of t>»iii t«>*ej«« i« ctivt«tcd mii» ihtriy h^r-iwrnr 
t«Muin« whtcit t;o¥«r lK« tkiih ftm mmt ol»utn for »u<rccA«ful iw-ir- 
f«ct»k»v»tiit. i:*e»i 4tt4tft fMUMin •M^«i*i|M tigMn t||« MitM-Ut in your trsf. 
book Md »tiMt«ni »tt|H»tiM4it. ftrMtiii^fm # niMNtwr of tMMpl«fi 4ml 
ftltt4to« to aiu«irttl« Iwy Mmm. Sm;^ «i»i«ri«t whtrh dM» not 
*ppmr in itw tffj(tlKM»li «ntl il»r «tu«l«nt ituf»t»lr«Mnt t>rr««ntMl tn ih« 



THE TEXTBOOK 

The rtmtkt«4 t«xtiMMk (or this <tMir«« t» |im«U htt«ineii» ManMrtRrnt . 
»th «<ltttun by M.N ^mim «nil ItutUn G. I «mo«n«rfc«r . South-Wr*tri n 
Hitilitthin« (:«MM|Mny» l^n kmthng w^tummts lot ih« irxttmrtk .Mil 
li* Imtml in the "Cetttno Pi-vftM^* MClHtn of thiti ttudy Jiut.l. \uu 
fitumkt rrmi thift tMtirrMi tmlmr hti*nln« to ih« «udk) \*^%mn 



THE STUDENT SUPPtEMEHT 



THE STUDY OlfOE 

<lcstOn»d la m4k* your ..i u^tmh^ m, m^nrx^i ov*«*tJ m m*- 

IM>I lo helfi ya«j focu* on ih. cni.i4S urtti^^ ^unum -tmJ irvti'^* Om- 



Overyitw 



G«ttin3 
Pftpartd 



STUDY GUJOE ELEMENTS 

of Um iMMf) «nd t«tU yoa wh«t w ct»«.«pi« w»U 

tMf pr«smi«d In ttiMm. 

Tht ob^UVM dcfu^ tt»« «p»<:t(ic tiklth you Hhould 
•ccttttrt «ft«r re4ihn9 «»l«rUI m ih* !«xibaoi( 4nd 
Ustofilftfi to lh» «udlo ttAMMt You ahimiti wjir thr 
(H»)«ctlv«a to ^ukl# your »i(Mty ^itvMi.Mt ih« oI»h»< ■ 
tiVM indtCAle th« (Htk^l rmtrm* i«mlrnr tfw* ihcrtn .ik 
4 ({iumJc throtttfh lh« courite, 

The "GtttUm f*rep4r«<|" ftrcttun hMs ihf u;««tK«jk 
rr«(lin9 4Mionmrnts. Vou thouM c«>«nhl«t<> th*'?t. 
reAdin^ «s)tlQnm«nt« btfUnr UntrmnQ »« ihr *urtn» 



ASOyrr TOE CONTENT SfCOAUiST 

?rJsL"i,;:r^zi2^ *^ *T c«»,.M«4 tixt 

M*r*i:o,m r#tfl»»»t**i CMinily i,!44t«»* (a ftiiwSir 



Ltt^s gtt down to buftintss 



1 



KMCMttltil o(m^«ikm of mmU ^Immi ^ mA <m»y •MMiiii*i to tiU 

J*^*^ im^mi «« liwhw 

4> llkt litMa «| MMU iMMAlMMt; (») tiM «MCl«t V*}«*M of WfMil 



OI»itetlvtt 

V«u tlHwtit bt «ltk lo lia tiM ihiiwM 4ttM:ril»««l in ih« fothminu 
otk^icUvM. c^k yourMll to M« If you »MV« 9«ln«4i th<r tliitts 
^McrtN^ in U»t oto^MrllVM. if ym H«vt iliffk«ft)ty with *ny oto*w:iiv«, 
r«irt«* III* loKilMok MlMi*) MHt !Im SiMMMry ol th« KM4k» L«*iwin 
mcltMlf^ in tlii« tiiiMly ottidt c)t«|»i«f , 

) iNrftn* tntr«)^tMmir« Mtf-wn^toyinent «n4 ««Min bit»ln««». 

v«, M(f-«iiiy4flpyiiMiiit. 
i id«nlify ih« ttAndartSa to ctof ln« Muttt mtim»* 
4. tikniify th« fi«klt of MMktt l»«Min«*». 

ticAcrilM th« tiMMioi v«)tt«« of Mmitl b%iUm*». 
it U»t tH« c(Mii|»«titiv« Kirffn^thji ol mmU bMMnmn. 



Ch«tit«fii I. 2. «n4 3, p^tt* 2-42, in mmM Umimm lton#j*f»i*nt . 
■'^ih «<liti«n. tur «ur« tiMi yoii#««il th« tmiSk^i^rimSm^-^si' 
Don* f>rt>vi<lt<l in th«M t»Mpi«r». fkcMt CtM|»i«rs s, 2 «nc* .1 in ih« 
»W<«»«>»«« tor BuMMrM lton«j|««i»eni. sih <N4iiiir;«, 
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fron icrticfe, «rttli ntm iM'wt^it or 
wnrtcw; or wHo b«iyK «n ««itttii« 



tiorlting lor o#«««}f 
ovtr tMftrk 



with dltr»M trontroJ 
*nct HiNiii to b« 



tt !• not IMM-t or •lUMlMtr iHWlAtM. 

too Ino i» run ilht b«tsifiM» *• 
WtiM alMOM. IKoi <MiuMi In iu fkM 
Man* lilt Imtintot *rcoiints (or onty « 



A<lviiiilai9«tr 



AiivanUHgKHi: 



loll Mciftrtly 

Um tetodino ««>ork ami thortcr Hours 
itroty of ptrtoiMkI ACMUt 
CM fob tKMrtenc* 
MordliMiod rtohts 
CurM IniikUv* 

OpHortMiillte* for ln<ttf»«fi(ttnc« 

QroftSir otmlnst 

Mart MtMSMl woy of lift 

fiiatMKtty of bttog invt«iMt eapiut 

imgulirity of immm 

Kaqulno • portlciilor tonporwrii 



Since d«£tnlAo Ui* boundariet of a tatU biwineM vantu a Um* 

i!!2!!£?li!i!"1ff^L.?* ba uaad ftw UUi purpoaa. Tha inaU Buslnass 
Adndnlatration dascrfbaa tha standarda for a iroaU bualnawiln a ouanS- 

2?*qI5!lSitive DevdS^t?auZrd. 

il?^?."?** n*'S!® f»n>oration8 dooOnata many buainaas fields, the fields in 
which smaU business*^ show tha most st^ngth are: rata Mm se ected 
SfIJ?.K?;. whoIesaUng. SmaU husS^^^nyiSe a 

dtetrlbuUon and supply function to Ia?oer businesses MdserviT as a 
source of innovaUon and compeUtlon. wnwwji ana serve as a 

?S* company tends to isolate its management 

''^S* business is in a betUr position to luww its 

Choosing to go into business for yourself can provide a saUsfyino wav 

pJil " r alls ^S^'^'^tf ^ thf SffiS Si- 

pioyee. it also entails certain risks. Small business in General 
..owever has great potential in the future because of iS fnherent 
strengths and opportunities for competiUon and innovation. 



Putting It All Together 

SELF-QUIZ 

Do the review questions found on oaaes 1 2 5 7 anH i-^-ii <n 

lT^Vi ?T7^f »K*''^cri^?S°'**'. ^^^^^^'-s those ^iven 

on page 177 of the Student Supplement . 



ADDITIONAL REVIEW QUESTIONS 

In the spact provided below, list what you think are the 
advantages and disadvantaaea of owning your own small business. 

SMALL BUSINESS 
ADVANTAGES DISADVANTAGES 



In the space provided below, list what you think are the advantages 
and disadvantages of being a salaried employee in a large company. 

SALARIED EMPLOYEE 
ADVANTAGES DISADVANTAGES 



When you think of your career, do you see yourself as an employee 
in a large business or as an entrepreneur? Explain. 



SUQQESTEP ACTIVITIES 

Interview two small business owners/entrepreneurs in your coomunlty 
and ask them how thty prepared themselves to go into their own 
business. Look for things that relate to educational background and 
prior work experience. 

Also, ask them about the business planning that took place prior to 
their starting the business. Look for things that relate to preparation 
of plans for: 

1 . finance 

2. marketing ^ 

3. advertising 

4. sales strategy 

5. production 

6. location 

7. personnel 

8. competition 

9. equipment 

10. supplies 

11. record keeping 
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teeton 

Getting started: A new business 2 
vs. an existing business 

Overview 

Whftther you go into buttnftM by buying an txliting builncsi. by 
inhsiiUng « buointM or by ftarting from icratch. ther« «re sevcrsl 
factors which you must considtr. This Issson took* »t th« p«rsonst 
sKtiis required by the new business person, the rsle and reenons (or 
smait business failure, the advantages and disadvantages of buying 
existing business versus starUng a new business, the imywrunc* of u 
feasibility study, the tmporunce of a business plan, «nd guidu posts 
for the person interested in owning and operating a smatt bunlnrss. 



Objtctlves 

After reading the textbook assignments and Uaientng to the audio itsson 
you should be able to do the things described in the following 
obiecUyes. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Sumraary of the Audio Lesson 
included in this study guide chapter. 

1 . Describe the failure rate of new businesses . 

2. Compare and contrast the advantages and disadvantages of buying 
an existing business versus starting m new business. 

3. Describe the importance of a feaslbiiily study and businuss pUn. 



Getting Prepared 

Head Chapters 3, 4 and 5, pages 31-75. in SmtU Busij»ess Manajemcni. 
5th edition. Be sure that you read the summarTes, discussion qupst[oii > 
and case studies provided in ihtsc chapters. 



Summary of the Audio Lesson 

The underlying causes of busimiss fdUiirt- .ir.- inron.f). ii n. . , i 
incx|>LTienre of management. More spiTiltciUv tuilwr* - „, 
bi't juso the iMi.sincss pn .on i.^ l.i. kiii'l m ! . r.i > i • i ; 



SylS y.^. ^Jy*'^ <y ttHiiy mnm «f tetaal Morris m 

uit ptirchikM of tn txteiia^ iHitiiiMM. Smm oI ^mtiofui trti 

1 . WHit U tlM owMf't rMfon for Mtting? 

2 Have you amii Um mwi rM«itt financiAt tt«taimmt? 

3. Hflw wtrt III* mmtM •pi»r«tM<l7 

4. How old is tiM ««|iii|nMmt? 

5. Wh«e do ftuMt«r» tItlJilt of tlMT buttiMs*? 

6. What art tht Um»? 

7. What hat batn th» salkr'a niwrn on til*/h«r iitvattmnc? 

Tha aiwwtrt to thtaa and aiMtar <|ti««tteiis urtll aikaMa ywi to dttarmint 

r..iI!S!! •dvanta©* to buytng •« axiatlwfl iMitUMM rarJiar than 

»uiniii9 your own* 

Hi* **yf?^2!* •'ilJ^? jHttto«t ar* niMMitMia. ilmmo «h««i 

•void ttpdartrtbia pracadaatt tni^ m poor tmataaaa poUdaa or lagat 
21?^ my bid Witt tHoiinay aittei OQalMt 

-~**tliUKl diffarant and Innovativ*. 



Whathar you start your buainaaa from tcratcfi or by buyln« an txlstinfl 
you should bagln by dotag a faaalbtSy study and 
tstabUahIng a buslnass plan, this bSlnaas XT^rs y& tha 
ODportimlly to eoniidar aTth* altamatlvas which™low JSu tnLsta? 
Changs. It |« UM Moat affactlve way to draw out tha bast in yoursatf 
and In your biWilNMMi. 
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I. 



4, 



|[Us«4 tn»«rv4tw« y«a coiv«I«u:im{ m part «l Uamu II. why 

tto ym* Uitnk mmm (MOfik fo into bu«in««ji lor ih«iiiB«tv«« Ufort 
in«y «rt MiftifUAtjtty pr«|>art<a? 



C<tf» yo4» 9ivt M«« c«ut«« «f btt«in««« Uliurv nol m«n(ion«4 in 
«im«r tli« atMlto l««Mn or tht ttxt nMicrkt? 



3. Ar« ymi l««iU«r «iiy mil «nttrf»H««» th»t h4V« gone mit of 
bu«tn*»t r<c«nUy? What tyiMs al bttsin««« ilwy? 



jn«K|Mfitiic« U« HMiMOMitnt Is m of th« oiumw of tHMtl ImmIimss 
faUurt, If ymi <kcid« to surt your o«m bu«teMu, dMcrtlw how 
ywi wtll 9ian «MUMO«M«(t «)t|>trl«nc* ImiI^ lnunehlna llw 



S. CdmplftU tlw Mtf-<|uU entiU«d -How About Ymj?- Iw^nd in th« 
quffiL*"***^ |MHI«« ^-10 of U)t« study 



SUPPLEMENTARY MATERIAL 

How Abovt Your 

Km YOU A SCUr-fTAmR? 



flow DO YOW rm ABOUT OTMJCH PCOFU? 

I UM MfiOti 

I h»n ittMity _ „. 

CAN YOU LCA0 OTHCRit 

I cap givt uit orotrs tl loiwc oi iftUt mm wImi w« should do 

CAN YOU TMit RCSPONSIBIttTY? 

~ ITLH ^'ifT^'^ tWno. wid iM tliM ihrmiflh. 

N rSynnSi ' ^ teiwammt elM 

I!irlLj?T7L!??L.*^ »>ww •rwmd winting to Bhtm 

nam mmit tet or ah* is. I ssy lot Umm. 

HOW 0000 AM OROAItJZCR ARE YOU? 

9^ thlMi URod up wiim Uio otno wonts to do ooMtKina 
i^fo •» right u«ls«» things g^rS goofsd up Th^TJ^ 

Jhi.'fcL*** 2 ril!*Sl *!5r*^ «i»s .long ond blows tht 

wiwt hog« So I lust t»kt things as thty coom. 

MOW 0000 A WORKIUt ARC YOU? 

— l^tSrSJSSi^^^ I -on^t «i«d worldng 

\v tor • wWlt. but whon I've had anough, that's 

I can't soa that hfrd work g«u you anywhera. 



CAN YOU Hkm Decisions? 

— SfoK? tS ^ * " * 

I ewi If S ht^ nl^ty of ttes. If I havt to maka up ay mind 

~~ ir^ly btow «»• ona who has to dacida things. I^d 



CAN PCORtC TRUST WiAT YOU SAY? 

Y<Hi bet tlMy can. I <ton»t say things I <km*i mMn. 

I UY t» on iht Itvtl MMi of th<i timm, but ioHwiiaMs l 

My WbM*t OMiMt. 

" <4o«*n*l IciMm the 

dlfftrtnct? 

CAN YCHJ STICK WITH IT? 

Hop Si*'* **** *^ ^ ^ «om«lhing. I cten'i \ei anythin g 

I M«u«lly finish whsl I sun -- U it dcMtsn't o«t fouUd up. 

" »t dotsn'i 90 right «w«y, I turn off, Why b««t your 
brains out? 

MOW OOOD 18 YOUR HEALTH? 
I ntvtr run down? 

' h*vt tnough cnsroy for most things I want to do. 

I run out of )uic« soonor ih«n most of my friends. 

NOW COUNT THE CHECKS YOU JUADE, 

Hew nsny chocks srt thtre b«side th« first answtr to csch 

question? — 

How mtny chocks ore there beside the second answer to esc h 
question? 

How many checks are there beside the third ans«rer to esch 

question? 

Jf mmi of your checks aro beside the first answers, you probably have 
what It takes to i\3n a business. If not. you aro likely to have raorr 
trouble than you can handle by yourself. Bettor find a partner who i» 
strona on the poinu where you are weak. If many checks are beside 
the third answer, not even a good partner wilt be able to shore vou 
up. ' 



Source: "SmaU Marketers Aid" No. 71 (Washington. D.C.: Small 
Business ActeiinistraUon. revised August 1970). 
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QMtt^ for tilt FMtibWty Study 

' S^nrL'uL'Sr^ .kill, or .houid , up With . 
Do I hav • fMtiblt bosliMM ldM7 

g^g ffi** ••pwtoUy «Kp«rt* In U»« fMd. bttl«vt my IdM (» 

I57J|gJy butliM« |Mrt»oiMils b« fiilfkitiit for supporUi^o «» «»a 
m^iJ?? "••"^ '"^y ^'^'^^ propoMd bysiMM 
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Insuring success through 3 
a business plan 

Ovtfvltw 

CfltCUVt iHISiiMM plMUliAQ It tttCAtlt) tOT tht DrOMMCtiVt 

tiiirt|»rtftettr. Pltniilfm It Mtten mking, tnd thttt tUowt tht biitliittt 
ptrwn to tMmmt diMHIt tad mMmkm ritk. UndtrMMdino Um btsk 
ttntto of MMOtMt. tho ImMmnct of otttiim ob)tctt«ot. tht toote 
UMd In BitiiiiiM. tad tht OMtatao «< • binlatto pita trt oitkal in 
h^ tbit to do offtcdvo buelnett pltwiing. This Ittooa foowto on 
S! ?f?TL?L?*fSf!8^** iifwtjinet of ttrott««to tad ohltcdvot. 
^ «f tattttbvolatto. tht toiS utod In pltaalao. 

tht NW t nct of t biitiatot plan, tht hatk tltntnto of t^toZa 
plan, and tht tttpt In dtvoloplns t httslntot pita. 



Objectives 



rttdtng tht 
, you thouM 



2St2SS'.« 9^J2?!?" to tot if fOM havt Mlatd tht tkiUi 
dtoolhtd In tht oblactlvtt. if you htvt dCfflculty irtthany ohftctivt. 

imS^^ .^S''^^^^ ^ Suaiotry of tht A^dto Uttoi^ 
Indudtd tn thia atudy gittdt chapttr, 

Dtoerlbt tht procwM of nana0«atnt. 

Djtwibt tht luportanct of amali buslntsa ttrtttgica and 

0O|tCtlVtt. 

idtntify Iht todal rtoponaibiUttts of maU butlntta. 

Idtntlfy tht toela for planning. 

DMoibt tht tatportanct ol t btaaincta plan. 

Dtocribt tht batk dtmtnto of t butlntta plan. 

Idtntify and Uti tht tttpt involvtd In tht dtvelopotent of a 
butinttt pitn. 



1 

2 

3 
4 

5 
6 

7 
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Getting Prtptrtd 

RMd Chtpurt n 12 and 13. {Mgtt 166-211. In SmtiU Btttw— f 

fflwwHfiA quMtioM provM«d In Umm diaptcrt. RMd tht 
SupplMmury Hattrtel for this i«Mon. p*0M 16-18 of this study fulds. 



Summary of tht Audio Usson 

Th» bitaintu pten is Um sntrvprsnmir's road ntp to succssa tn siMtl 
bttstiMM, TJ» bualiiMs s»lM to inpQrt«nt to yoy an sntrtprmur 
bjfMMo: (l) It provMis you idth « elov pMh to fetlow In buelnwu; 

(2) It IniUsUy strvos m m mcdlsnt tool whm tforking %dUi a bankar; 

(3) t can ba a uaaful tool for aaiptoyaa orlantation and training; and 

(4) U ha^ you davftiop Um manaoanMnt aUU of pUnnlng. 

A bualMss pten owy contain oMny alamant*. but It basically contains 
Inforaattea about yoursalf. tha Markai. production (If you will b« 
MBWKtarina a product), paraonnal. and flnanca, QaUiaHno 
*'*"'**5?"^** alaiBanto allows you to cartfUlly consldar s^ 

Mpaet of ttM prospactiva bualnaaa. It can alao forca you to looli at Uia 
businass vuitura in a mra raafiistic Ught. Stops involvad in tht 
conplation of tha businass plans era: 

1. Dtdda to go into busin««ut. 

2. Analysa yoursalf. 

3. Pick a product or sarvice. 

4. Resaarch the flaarkat. 

5. Foracast sales revenue. 

6. Choose a location. 

7. Develop a production plan ((or manufacturing only). 
6. Develop a marketing plan. 

9. Devetop a personnel and organizaUonai developmeni plan. 

10. Decide what legal form of organization to take. 

11. Chooae a record-keeping system. 

12. Develop an insurance plan. 
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13. D«v«kif> • wMifMl fiin«ii<;i«t pUn. 

14. mrm « awtf ttit*r. 

8y campltUno tt^fm. yott will li^viop • tout pktitrt ol ywr 

f«|«^o*«* «Mi its tMorltiiiot, TlMT b«wliiMMi oUn c«a b« ium^ m « 9004 
InktM piminq icol «nd can b« rtf«rrtd to Aoatn ancl noiin *i yo«r 



Puttlfig (t Togttlier 

Do iht ravitw quMUoM fauiul <m p«a«i n-t4 iintf n-TS in Um 

on f»9^ m of tht gtwjtnt Siipploiioni . 

MWITiOHM. nCVICW QUi^ OTIOWS 

^ ^I^^.J porogroph tupkinAiio why you. • wo«ikl*bo munpmam. 
tiMHttd prtport « l>u«lntiMi pitn. 



2. Lisi Mvtrol woyo in mhich « bu«tntt« plan nay km a UMfui tool 
for an «n(rt|>rtntur. 



3. When ia it appropriau for an tntraprtntur to tiart Utinklng about 
prapartng a busintaa plan? 



Vttit your local bwik» Md (Umaim «flili • c— iirclol lofia officer 
tilt roqufroNMAls lior a «mU tewlAMt loan. Onupara Ummm roqulra- 
aofita «»ich tha nquinrnmu tot davalopina • byatnaoa |»laii. 



Salact an klaa for a mmM biiaifMaa. and go throtioh Stapa 1-3 In 
OM buttoaaa plan, Maka aura you aiata Um raaaona for your 
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SUPPLEMENTARY MATEHIAL 
Hm to do « BurtwM Han 

oontMir an Um dttttnat tkncnts Out nusi com toottbtr to oMk* cIm 

iivt iMTCtni Of •ntrtiHrtMnirs €l«vtloB « busiMss Dian Tha ^smi maw 
to^lwurt the «u«^•« of . nJbSSU. vtnt^!? Hlro«3h * tSlrlSi 

THE BAStC ELEMENTS Qr A BUSmtSS PLAM TWri tmr 

* dioUkw!^ ******** youncif gools and otoJtcUvea. tik» and 

2. Infomatlon obout th« oMrktt. 

3. InfoiiMUon about productkm . 

4. InforoMtion about |>trtonntl. 

5. Information about finance. 

guwUona of diroctlon arc always difficult for th« antreprtnaur but 
ltnowto« tba aiOMuits of a bualitn plan will hdp vc^SmS^'ii^ 
•rwi. Ui which «ort infbnwtion or aJsumMiii nSSlad^ ^ 

STE PS IN DEVELOPIItO A BUSINESS FLAW 

> ^!^'^^ - Thia dadslon should b« mada after 

SSl^JSf! '^'^"^ conaldaratlon of parsonal sSd profS^ 

^ ^^SS;^2agp^-- It l« fmporum at this point to analyse your 



^ ^S^tS^^^tPtS! - This is a crudal seep. Choosing a 
PESSfL**^^^^-'**^ J«» f««l«r with incraasas the 



n\ iimi fcJISt^SSSSli^^lS!?"^' yo« "twiW ptek a product that 
(1) you kmr IntfaMtaly bseauaa you hava busteess a»ariaiice in 
that area; (2) you faJ «m have™ growth^Xto^TSlSf^th^ 
«a»o»y in gentfal, and (3) you cats really o«t exdted about. 
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^fr** Markftt - This step involves fact-finding. You 
tnouid una out who your customers are or will be, where they 
live, their average income, how they buy, wiiy they buy, and at 
wiat price. You should piao research the competition, and analyze 
their strengths and weaknesses. The local Chamber of Commerce, 
weal trade associations, and other business people are oood 
sources of information. 

ForeCTst Sa les ReveiUM ~ After looking at the total market and 
analy^g tne competlnon, you should estimate your market share. 
The first year of sales revenues should be estimated monthly. 
The second year of sales revenues should be estimated on a 
quarterly basis; and the third year on a yearly basis. The first 
three to five years are critical in a new business venture. Sales 
revenues should be estimated with the knowledge of all costs 
Including equipment, supplies, employees and your market share. 

Choose A Location — Based upon an analysis of the market and 
competitors, you should select a site for the business. Regional, 
city or neighborhood locations need to be considered with regards 
to the business' product or service. In some businesses such as 
retidling, the location of the business is critical. In others 
location is not of prime consideration. 

Develop A P roduction Plan - This step only appUes to those of 
you who plah to manufacture a product. Some elements to 
consider in developing a production plan are: size of the plant 
based on sales forecast, equipment requirements, material require- 
ments, quality inventory, waste control, and space layout for the 
production process. 

Develop A Marketing Plan — Developing a marketing plan forces 
you to spell out in detail the strategy you intend to use to create 
customers. You must decide on a mix of marketing tools such as 
advertising, distribution channels and pricing, trade shows 
promotions, personal selling and servicing activities. 

Develop A Personnel An d Organizational Development Plan - Assem- 
bling the right stafl to carry out business is essential. You 
should outline the types and levels of skiUs, knowledge, and 
attitudes that are desirable. Job descriptions, levels of authority, 
organizational charts, and training and development of employees 
should all be specified in this step. . 

Decide Wha t Legal Form Of Organization To Take — This poses a 
legal question and should be answered with a lawyer, so that you 
can decide what legal form of organization would be best for your 
business. 
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11- 9^y»5,/^,Record«keeDtnfl Systein - You should select a fivstem 
mat wiu insure accuracy, Aandle information at low cost, aUow for 
easy retrieval of information, and minimize theft. 

12. Develop An Insurance Plan — You must protect yourself and your 
venture from any unforeseen events such as fire, theft, liability, 

13- gf21^°P Financial Plan - This step should cover a three 

year period. Elements include: 

a. A three year rash budget defining iniUal cash investment and 
expected cash flow for the three years. 

b. A projected balance sheet and income statement for the three 
years . 

c. A break-even analysis to determine the point at which the 
business starts to make a profit. 

d. A plan for raising additional capital. 

14. Write A Cover Letter - This is not really part of the business 
.^^'JmL ff^'T ^/pecial purpose. By summing up the plan, 
and giving attention to its purpose and promise, the cover letter 
Is an excellent selling tool for bankers and investors. 

Preparing a business plan forces you to build the venture on paper 
infic Jfw. business plan encompasses all the aspects of the business 
and IS a vital tool if you are to be a successful entrepreneur. 
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lesson 

Sole proprietorship or partnership - 4 

Which do you prefer? ^ . 

Overview 

One of the first decisions you have to make as a prospective 
entrepreneur is what legal form of organization your small business will 
have . The three most common forms of legal organization are sole 
proprietorship, partnership, and corporation. In this lesson, the 
following topics will be discussed: the legal forms of sole proprietor- 
ship and partnership; the relative importance of the three forms of 
business organization; the characteristics of a sole proprietorship and a 
partnership; and the advantages and disadvantages of a sole 
proprietorship and a partnership. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Describe the relative importance of the three major forms of legal 
organization . 

2. Describe the characteristics of a sole proprietorship and determine 
the advantages and disadvantages this form of legal organization 
can provide. 

3. Describe the characteristics of a partnership and determine the 
advantages and disadvantages this form of legal organization can 
provide . 



Getting Prepared 

Read Chapter 6 , pages 76-87 , in Small Business Management , 5th 
edition. Be sure that you read the summaries and discussion questions 
provided in this chapter. 
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Summary of the Audio Lesson 

The three major forms of legal organization are: (1) tola proprietor* 
ship, (2) partnership and (3) corporation. The importance of these 
organizational types varies from industry to industry. In the retail and 
service trades, sole proprietorships are the cosiDon form of legal 
organization, while in the areas of wliolesaling and manufacturing, 
corporations represent the highest percentage of business. 



SOLE PROPRIETORSHIP 

A sole proprietorship is the form of legal organization in which the 
business is owned by only one person. Generally, sole proprietorships 
are small enterprises and show comparatively small profits as a group. 
This type of business remains a very popular type of organization in 
the United States because it is accessible to a great number of people. 
The advantages that make this an attractive type of organization are: 

1. Sole proprietorships are easily formed and terminated. 

2. Sole proprietors have direct management and control. 

3. The sole proprietor receives all profits. 

4. The sole proprietorship has flexibility and can make decisions 
independently. 

5. Profits and operating plans need not be reported to anyone. 

6. Sole proprietorships have a minimum amount of taxation and 
regulation compared to other legal business entities such as 
corporations. 

The advantages of a sole proprietorship make it seem very attractive. 
However, there are some definite disadvantages. They are: 

1. The management limitations of the sole proprietor can greatiy 
affect the success of the business. If the sole proprietor is 
lacking in some essential management skills, the likelihood of 
business failure is increased. 

2. The sole proprietor has unlimited personal liability for the 
debts of the business. 
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3. It Is nort dUUcult to raiM capital for a aola propiiatorthJp 
bacauaa finandna daponds on the ownars asaata and ability to 
borraiv* 

4. Sola propiiatorships hava a limltad Ufa and axist only aa long 
as tha ownar Uvas. unless the business is sold. 



PARTNERSHIPS 

Unlilie a sole proprietorship, a partnership is a legal dissociation formed 
when t%ro or more individuals agree to start a business as co-owners. 
Partnerships are a coanmon form of business used in professional and 
financial service areas. Although as a group their profits are small, 
they provide invaluable services. There are many advantages to 
forming a partnership. Including: 

1. Partnerships are easily formed under state laws. 

2. It is sometimes more beneficial for t%vo or more persons to 
combine resources than for Just one person to start a 
business alone. 

3. Partners can generally raise more capital since the financial 
resources of all the partners support the venture. 

4. Partners have a direct say in management and profits. 

5. Partnerships have minimum taxation and regulation. 

Even with all these advantages, partnerships are the least common form 
of business organization. This is due. in part, to the following 
disadvantages of a partnership: 

1. All parsers have unlimited personal liability. 

2. Since more than one person owns control of the business, 
there may be management conflicts that affect the business 

adversely. 

3. Like a sole proprietorship, a partnership has limited life. 
Partnerships are generally dissolved upon the death of one of 
the partners. 
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Tnmt» of owBtralilp is dttOcult btcaust of ih« nMd for « 
mutuil •arwMBt of all tlM partntr*. 



Whm cmklcring tho quMtfon of feratog a Mrtntrshlp. you wmt 
«o»»««* tibo any tfpm of portacrt which cm hi kmd in a partntr- 
•t*^' .^'"«?>* ptmari pwten att tenctlona of tha partaarship. 
idiara tha profits and have aaMtad liability. A "UadtwS" partnar only 
hrtaat mm&jf Into tha boalBaM. gata tbulted proRts. and it Uahia only 
for 0ia amnt of hia/har invaaiiMt. Aaothar typa of partnar la tht 
"aantor" partnar who aanaooa tha butlnaaa and nakaa aU dadafons. 
"Junior s^rtnam. on tha othar hand, buy sharta in tha fira for a 
part of tha profit. 

Bafora you dadda on any term of lagal organiaation for your business, 
it is inportant to axaodna tha advanuoas and disadvantagas of sola 
propriatorshlpe varsus partnarshipa. Tha succaas or failura of your 
businass vanture nay dapand on tha form of bu^inass organisation you 
chooaa. 



PtittiRg It All Together 

SELF-QUIZ 

Do tha ravtaw quastions found on pages 31-32 in tha Studant Sup ple- 
umt fet flwall Businass Man aoagaant . 5th edition. After osnpladnglKa 
review questions, chack your answers with those given on page 177 of 
the Studant Supplement . 

ADDITIONAL REVIEW QUESTIONS 
1. What are the characteristics of a sole proprietorship? 



2. In what fields are sole proprietorships most numerous, and why? 
What fields are unsuitable for aole proprietorships, and why? 
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3. Ust the advftntages and diMdvantages of a sole proprietorship. 

SOLE PROPRIETORSHIP 
ADVANTAGES DISADVANTAGES 

4. What are characteristics of a partnership? 

5. What various types of partnerships can be organized? Briefly, 
what are the characteristics of each? 

6. !n what fields are partnerships especially popular? 

7. What information is typically included tn a partnership agreement? 



EKLC 



• 23 • 



What do you think Are the advantftges and difUKlvantaoea of a 
partnership? 



PARTNERSHIP 

ADVANTAGES DISADVANTAGES 



Uat the poaaible reasons why there are fewer partnerships than 
any other form of legal business organization. 



SUGGESTED ACTIVITIES 

VIrtt a local sole proprietorship and ask the owner what strengths 
•nd/or wa^kMsses tiUs form of legal organJatioii prttants his/her 
spedal busliMss. Why does he/she favor the sole proprietorship 
form of legal organizauon? 



VWt a local partnership and ask one of the partners what 
strtngths and/or woaknesses this form of legal organization 
preMAts his/her particular business. Why does he/she favor a 
parmership? What types of partners are involved In this 
partnership? 



Requirements for forming a sole proprietorship or a partnership 

vary somewhat from community to comutunity. What are the 

roquireiMnts in your dty for each of these forms of legal 
organisation? 
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lesson 

The corporate form of business - 5 

Is it for you? ^ . 

Overview 

In the fourth lesson, sole proprietorship ftnd partnerships were 
discussed. There is still another form of leoal organiaation that you 
might consider for your small husfncss: the corporation. Mthouah 
corporations are fewer in number than sole proprietorships, they are 
responsible for about 8S% of tha sales in the United States. In this 
lesson. !h8 corporate form of organisation will be discussed as %rall as 
U»e rMsons for changing from one form of legal organisation to another. 
Specifically, the lesson focuses on: (1) the characteristics of a 
corporation; (2) the advantages and disadvantages of a corporation; 
and (3) the factors to be considered in selecUng an effective form of 
i«gal organization. 



Objectives 

After reading the textbooii assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
Check yourself to see If you have gained the skills 
described in the objectives, if you have difficulty %irith any obiective. 
review the textbook material and the Summary of the Audio Lesson 
ir eluded in this study guide chapter. 

1 Describe the characterisUcs of a corporation and determine the 
advantages and disadvantages of this form of legal organization. 

2. t>etermine and describe the factors involved in selecting an 
effective form of legal organization. 



Getting Prepared 

Review Chapter 6. pages 76-87. in Small Business Managemen t. 5ih 
edition. Read the Supplementary MateriaTTor this lesson, page 30 in 
this study guide. Read Chapter 6 in the Student Supplement for Small 
Busin ess Managemen t, 5lh edition. 
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Sunmry of tfw Audio Losoon 

A coriwratioii it • Itaal tntlcy authHriBMl to act m a priviu p«non and 

o rdar to fon a a corpervttai. thrta or mof panem asmm tha rala of 
tneorpoiabira. Evary ma ramdrat that a co t pca m ttoi have a oorporata 
2S^i;.^tiS2!?*! »>rt«r hchidaa qaiiarai pwpaaaa of tha co^- 
to^Jdantffleaitoi liilbmtion. pra^^ Idr atock. offieara.*^ 
Jractora, and a maana for aatab&hlao and aoMnding by-lawa. Onct 



Si!,„.^*f.r,^ Wrwad by tha auta, tha corporation has 

pmaMt Ufa and can only ba andad hy violation of tha charter or by 
tha atp cfcholdara. A grmtp of individuals who share stock in the 
corporation are the real oimers. 



The type of stocli and the anount each atockholder can obtain is stated 
in the charter. Althoygh the stockholders are the real owners of the 
company and get regular reports on its sutus. they usually are too 
itfge a group to manage the cerporatien. A board of directora then 
•xarciSM control of the corporation and selects officers to manage the 
corporation. 

•f? *^ odvanlagaa to selecting the corporate form of legal 
organiaation. They are aa foUows: ^ 

1. Stockholders have limited liability (unlike a sole proprietor- 
ship). 

2. The corporation has unlimited life. 

3. Transfer of ownerahip ia relatively simple. 

4. '^^J'^'Vomtion can utillie the expertise and management 
abiUties of recruited officers and managers. 

There are also, however, sane disadvantages to the corporate form of 
legal organiaation inchtding: 

1. Corporatians are complicated to form. 

2. There is heavy taxation and regulation for corporations. 

3. Separation of owners and managers may result in the 
poaaibility of irregularitiea or fraud. 

^* require a smaU corporation to assume unlimited 

liability. 

5. To do busineaa in other states, a copy of the corporation's 
charter must be filed in that state. 
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^^^M^ Whether a sote proprtetorthip. a pvtntrthip or a 

corporadon is best for you, thart ara some key factors to consider: 

X. £Ase of formation - Does it fit with your time and capital? 

2. The legal life of the organixational form? 

3. Transferability of ownership. 

4. LiabUity — Do you prefer limited or unlimited liability? 

5. Taxation. 

6. Regulations. 

7. The need for one owner or manager. 

8. inMntives — Which organizational fprm will uUlmalely be most 
satisfactory monetarily and other%wse? 

^^LfiSSS*"" necessitate a change in your form of 

«SL^^ST' i^' there are changes in the personal Uvea of the 
SISSJm • to torn may be 

I?..??^* ^* • «*?»>«y 9roms, taxation and regulation may become an 
issue as may expansion or sale. ^ «n 

Putting (t All Together 

SELF-QUIZ 

Do the review questions found on pages 31-34 in the Stude nt Supple- 
« Management, 5th edition. Afte r compie^T'Se 
Se' Sud^r^DleSS* ! ^ ^ven on page i'tt of 

ADDITIONA L REVIEW QUESTIONS 

1 . What are the characteristics of a corporation? 

2. How are corporations formed? How are they dissolved? 
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What «rt tlw two dMSM of stock Uwt mmv be ImumI by « 
oorgiratim? Which cIom of stock poys guarontMd flxMl 



Who owns, who exercises conlro) over, end who mensees « 
corporation? 



List the adventages end the disdt«lventages that you think the 
corporate form of legal organizatkifl provides a small business. 



CORPORATION 

ADV ANTAGES DISADVANTAGES 



What are some factors that should be considered before you decide 
which fcm of legal organisation you want for a particular 
business? 



Which form of legal orginiiation is the most difficult to establish? 
Which is the conpUcated? 



In which form of lagd) organization is ownership easily transferred? 
How is it transferred? 



Which form of legal organization most often allows limited liability 
to its owners? When might this form not allow iu owners llmitiid 
liabiaty? — 
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• JSiJ, ®' org«iU»Uon Allows funds to b« r«is«d most 



<S?5Jll^n?^*** r«-ev*IuaUoi> of « choaen form of 



3. 



* business to incorporate In your 
ststo. Must any sddlUonal city or county regutoUons b« met? 



wporsts form tf ^ orfKmJutJon Is favortd foi' t.Ms psriicular 
lousiness. Ask If you can &«k> a shart of stork. p«ruruiar 



tSS^ i5ji.^r^. organJialion In UgU of th« 

UfJ^2i.r^S5.?^?"i fomtttoa. oimorship transfer, business 
«Ii;.J!EJ!'^ llyblUly, fund raising taxation reguJation. ownership, 
ownership and management. *^ 



FORMS OF LEGAL ORGANIZATION RELATED TO SELECTED E 



FACTOR 
Formation 



SOLE PROPRIETORSHIP 



PARTNERSHIP 



Least complicated. Person 
simply starts business 
activity. May need city or 
state license. 



More complex. Partnership 
agreement desirable. May 
need city or state license. 



Ownership Ownership transferred simply 
Transfer by sale or inheritance of 
business. 



Business Life 



Limited by life of owner or 
sale of business. 



No formalities. But mutual 
agreement necessary ~ may 
be complicated. 

Limited by life and agreemen 
of partners. 

Unlimited liability for 
personal assets of at least 
one partner. 



Owner 
Liability 



Unlimited liability for 
owner's personal assets. 



Fund Raising 



Limited by owner's personal 
assets and ability to borrow. 



Limited by partners' persona 
assets and ability to borrow. 



Taxation 



Business income taxed as 
personal income of 
proprietor. 



Business income taxed as 
personal income of each 
partner. 



Regulation Minimum regulation. Profit 
not known by piiblic. 



Minimum regulation. Profit 
not known by public. 



Ownership Generally sole control in By agreement or equally 

owner. among partners. 

Ownership & Owner most often manager . May have separate owners 

Management and managers. 



lesson 

Franchising opportunities 6 

Overview 

In addition to buying a new or existing business, there is another way 
for you to obtain a small business. Franchising is a viable alternative 
for many entrepreneurs. Franchising has grown markedly in recent 
decades and holds an important position in the economy. This lesson 
looks at: (1) the scope and development of franchising, (2) the 
advantages and disadvantages of franchising, and (3) the analysis of 
various franchise opportunities. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Describe the scope and development of franchising. 

2. Determine the advantages and disadvantarj^-s of franchising. 

3. Analyze and evaluate franchise opportunities. 



Getting Prepared 

Read Chapter 7, pages 88-102, in Small Business Management , 5th 
edition. Be sure that you read the summaries, discussion questions 
and case studies provided in this chapter. 



Summary of the Audio Lesson 

Franchising is a method of wholesale and retail distribution in which the 
franchisee or private distributor agrees to distribute or sell goods or 
services in a particular area. Even though the local business is 
independently owned, it functions as part of a large chain. Fran- 
chising was started by automobile manufacturers, oil companies, brewers 
and bottling companies but has spread to a multitude of other 
industries. 
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The franchising agreement between the owner or franchisor and the 
franchisee is usually specified in the form of a contract. There are 
various types of franchising agreements. The agreement may be 
between a manufacturer and a wholesaler where the manufacturer 
arranges a franchise with an independent wholesaler who then serves 
retail outlets. A manufacturer may franchise an entire retail outlet 
(manufacturer-retailer). A franchise may be set up between a whole- 
saler and a retailer. A franchise may be established between a service 
originator and a retailer. Food chains are an example of this type of 
agreement. 

The advantages of franchising include: (1) financial assistance, 
(2) training by the franchisor, (3) use of the franchisor's name or 
trademark, and (4) design of facilities and assistance with publicity. 
Some of the disadvantages include: (1) loss of a certain amount of 
control over operations, (2) set pricing, (3) shared profits with the 
franchisor, (4) restrictive contracts, and (5) negative franchise image. 

Before signing a franchise agreement, there are certain factors you 
should talce into consideration. You should be asking questions about 
the franchisor's reputation, the number of franchises operating and 
their success, the merchandise, the training you will receive, inventory 
control and the franchisor's assistance. In addition, you should 
evaluate the product or service, the terms of the contract you will be 
required to sign, the market and your own ability to run that 
particular franchise. 

Franchising can provide good opportunities for the entrepreneur. 
However, as in any business venture, you must consider all advantages 
and risks associated with franchising. 



Putting It All Together 

SELF-QUIZ 

Do the review questions found on pages 37-38 in the Student Supple 
ment for Small Business Management . 5th edition. After completing the 
review questions, check your answers with those given on page 177 of 
the Student Supplement . 



ADDITIONAL REVIEW QUESTIONS 

Answer discussion questions 1, 4, 6, 7 and 8 on page 102 of Small 
Business Management , 5th edition. 
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SUGGESTED ACTIVITIES 



Review a recent copy of the Wall Street Journal to find out 
available resources for franchising opportunities. (You may wish 
to send away for a booklet on franchising opportunities.) 

Having identified a specific resource for franchising 
opportunities, select one of your choices and write to that company 
to obtain information on the requirements and opportunities for 
setting up a franchise with that onapany. 

Visit three different kinds of franchised businesses (for example, 
a car dealership, a service station, and a food chain) and ask 
about their personal experiences with franchising. Compare their 
answers with the advantages and disadvantages of franchising 
discussed in this lesson. 

Taking into consideration the advantages and disadvantages of 
franchising, is franchising for you? Why? 



ERIC 
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lesson 

Specialized assistance ~ You need it - 7 

Where to get it 

Overview 

It is extremely difficult for one person to have the entire range of 
management skills necessary tc run a small business. Son?etlmes to 
keep a competitive edge, or to keep up with new developments, you 
may find the services of an outside consultant helpful. This lesson 
looks at the types of specialized assistance which are available to you 
as a small businessperson including assistance from an accountant, a 
lawyer, a banker, a management consultant, and other informdiion 
sources. 



Objectives 

After reading the study guide assignment and listening to the audio 
lesson, you should be able to do the things described in the followinq 
objectives. Check yourself to see if you have gained the skilis 
described In the objectives. If you have difficulty with any objective , 
review the study guide material and the Summary of the Audio Le.sson 
included in this study guide chapter. 

1. Determine the assistance an accountant can provide tor a sm.ill 
business. 

2. Determine the assistance a lawyer can provide for ;i smill 
bi^siness. 

3. Determine the assistance a banker can provide for a small 
business. 

4. Determine the assistance a management consultant can provide for 
a small business. ^ 

5. Identify other information sources. 



Getting Prepared 

Read the Supplementary Material for this lesson, pages 40-45, in this 
study guide. 



- 34 -^^ 



Summary of the Audio Lesson 

No matter how naall your business venture is, en accountant's services 
can be invaluable to you. The information derived from good 
accountina records can be used to help sdve problems, pursue oppor- 
tunitiM, help with future plans, and most ia^portantly, to keep up with 
what is happening in the business. Good accounting records will also 
teU you what the dollar value of your business is, if you are making a 
profit, and how much of a profit you are making. 

Many entrepreneurs do not realize the importance of legal assistance in 
Uielr business ventures. However, one of the first things you should 
do is see a lawyer to avoid legal problems and to take advantage of 
opportunities provided by the law. A lawyer can assist you in choosing 
a form of legal organization for your business and can tell you what 
records the law requires you to keep. Legal assistance is necessary 
for writing equipment and facilities contracts; and for keeping you 
informed about the licenses, permits, or federal regulations that apply 
to your business. 

Another valuable source of outside assistance is a banker. A banker 
can provide you with information relative to the local business economy. 
By establishing a working relattonship with a banker, you will have a 
pe"»n at the bank who knows you and the status of your business and 
can help advise you as your business grows. Your banker can provide 
you with various banking services, serve as a resource in investing 
profits, and provide you with credit information on your customers. 

At some point In your business, the need may arise for a management 
consultant. Usually, a management consultant is brought in to help 
solve operational or roanaganent problems or to assist in some process 
or procedure. A management consultant will gather information relative 
to the need or problem and, based on the data, submit a written report 
recommending specific actions. The reason many people choose an 
outside management consultant is that the management consultant is an 
unbiased individual and «rill have an objective and fresh perspective on 
the situation. The management consultant may also have expertise in 
areas of management where the small businessperson does not. 

Other sources of outside help include real estate brokers, economists, 
credit bureau managers, city council members, the Chamber of 
Commerce and the Small Business Administration. The SB A can be an 
excellent resource for the small businessperson looking for financial 
assistance, government contract assistance, or managerial and technical 
assistance. 
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None. 



Putting It All Together 

SELF-QUIZ 



ADDITIONAL REVIEW QUESTIONS 

1. What are the advantages and disadvantages of hiring an accountant 
for a small business? 

ACCOUNTANT 

ADVANTAGES DISADVANTAGES 



2. What criteria (i.e., background, experiences) would you look ior in 
an accountant for a small business? 



3. List the accounting services an accountant can orovide to a smail 
business . 



4. Why should a lawyer be consulted regarding v&clcim business 
operations? 



5. List the legal services that you think a lawyer can provide a small 
business . 



6. What are the advantages of picking a banker and not a bank? 
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What are the advantages of developing a good workina 
with a banker? 



What are some of the ways in which a management consultant can 
help a small business? 



What are the advantages and disadvantages of hiring a management 
consultant? 



MANAGEMENT CONSULTANT 
ADVANTAGES DISADVANTAGES 



Why, as a small business owner, do you need services provided by 
a management consultant? Would you have confidence in the 
management consultant's recommendations? Why? 



What are some of the services a trade association can provide a 
small business? 
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12. Describe the types of services available from the Small Business 
Administration and three other governmental agencies servicing 
small businesses. 



13. In what ways can the Chamber of Ckimmerce, credit bureau. Better 
Busing Bureau, suppliers and equipment manufacturers, and 
educational Institutions help small businesses? 



SUGGESTED A CTIV ITIES 

1. Contact a local accounting firm and discuss the services they 
provide for a small business. 



2. Contact a local law firm and list the services thai the firm 
provides for a small business. 



3. List all of the local banks in your area. Contact one bank and 
find out the services available to a small business. 



Contact a small business and ask the owner what banking services 
are provided to him/her and how often he/she uses the services. 



Develop a list of management consultants or firms from your local 
telephone book. If possible, Identify their specialized services. 



Prepare a list of trade associations for five types of small 
businesses. If possible, determine what services each trade 
association provides. 
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•**7. Vteit your local SmaU Business AdministraUon Office and talk to a 
counselor regarding available services. 



8. From the other sources of business information discussed, contact 
one source and identify the services, publications, etc. available 
to small businesses. 



**»StrongIy suggested 
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SUPPLEMENTARY MATERIAL 
Accounting Services 

An acMuntant can hdp the buaii^iMsparton davdop an effident 
ftCCTunting yataas; |»rapara finandal atatanenta and Incona tax 
returaa; and« if the accountant la certified, audit the accounting 
records. 



i^mJK? «!fr^2* ^ *?• performed by a local or national 
accounting firm, by an employee Mncd in accounting, by a free- 
lance accounting aervice, by profeaakmal accounting servicea Uset 
speciame In the entrepreneur's type of business, or by the 
entrepreneur. 

faaniUar with Uie language of business, and 
SCrfSi on an understanding of accounting aro 

constantiy made. Expertise is needed «t times, usually to help in 
the deci5.((cm-m<iking process. 

Larger accounting firms generally have specldlists In different 
areas including small business. 

Acwunting Information can be used as a basis for decision-making 
in the firm. 
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Ugal Services 

Th« vdtUM Mid oonplttdtlas of the legal structure require the 
MslstaBce d a lawyer to Idaattfy and interpret Uie eoall 
busineesperson's rights . responsiblUtiM. and UabUiUes under the 
law. 

EssentiaUy. the lawyer provides vsrious general functions such as: 
(a) resean^iiaff the conpany records to determine if any past 
acttonsvWated th» law; <b) advising the cUent by explaining the 
legal raanifications of various courses of action; (c) guiding the 
client tovMrds a judgment when evaluating the various courses of 
action, and <d) representing the snaU businessperson by 
communicating as a spedallst. understanding the language of the 
law, and acting as an agent of the business. 

Although the previous general functions are also available to large 
businesses, a lawyer can provide valuable assistance to the small 
Dustnessperson for specific services such as buying property, tax 
planning. empSoyer-employee relations and credit probiems. 

Generally, good business practice is to use lawyers for leaal 
advice, not business advice. 

Although many small businesses consider legal services only when 
their businesses are In trouble, consultation with a lawyer on 
business operations can help prevent legal problems in the future. 
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Banking Services 

A small businessperson should have a good workinff relationship 
with a banker because the banker can provide financial services 
important to the success of the business. 

The banker who becomes involved in the small business is aware of 
the buainess's financial position and can provide valuable 
assistance concerning over-afl financial matters. 

The banker, because of his/her position {n the banking community, 
can help provide credit information an the small buslnessperson's 
customers . 
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Consultant Services 

A management consultant caii be a generalist by being familiar with 
all phases of the administration of business; a management 
consultant can be a specialist by having expertise only in certain 
areas . 

A management consultant's prime objective is to detect trouble 
spots in a business operation and to suggest ways of overcominq 
them. 

Management consultants can be costly; therefore, it is important to 
clearly identify the problem to be solved. Full cooperation 
regarding any changes must also be maintained. 

A management consultant is objective in the analysis of the 
business, and can rely heavily on specialized knowledge and 
experience . 
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other Assistance Information Sources for Small Business Owners 

1. A trade association affiliated with the same type of business r 
industry as the small business can nrovide valuable services such 
as specific accuuntihg systems, statistics for the industry, special 
publications, seminars and workshops, credit reporting, aiid 
specialized technical advice. 

2. The government Is a tremendous business information source for 
small businesses. There are many governmental agencies that 
piovide information. Some of the agencies and their services are 
as follow^,; 

A. Federal Reserve Banks - Provide reports on business and 
economic conditions. 

B. Internal Revenue Service - Publishes the Tax Guide for 
Small Business yearly. 

C. U.S. Department of Commerce — Publishes periodic census 
data of population, manufacturing, and business. 

D. Small Business Administration -- Provides a thorough program 
of management assistance which includes the following : 

1. Conferences, workshops and courses. 

2. Problem clinics (small group treatment of problems under 
guidance of a qualified leader). 

3. Individual counseling 

a. SCORE (Service Corps of Retired Executives) 

b. ACE (Active Corps of Executives) 

4. Small Business Institute program (personal counseling 
from faculty, senior and graduate students of 
business — limited to SBA clients). 
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3. Other groups that can serve as information sources for small 
businesses are as follows: 

a. Chambers of Commerce 

b. Credit Bureaus 

Better Business Bureaus 

d. Suppliers and equipment manufacturers 

e. Educational Institutions (research bureaus, libraries) 
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Accounting assistance and you 



lesson 

8 



ERIC 



Overview 

The services of an accountant can be invaluable to you as a small 
businessperson. This lesson focuses closely on the services an 
accountant can provide. Of particular interest is the audio lesson 
which includes an interview with Judy Nichols, Certified Public 
Accountant with the accounting firm of Nichols and Nichols in Tempe. 
Arizona. 



Objectives 

After reading the study guide assignment and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you hav; gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the study guide material and the Summary of che Audio Lesson 
included in this study guide chapter. 

1. Describe the accounting services an accountant can provide for a 
small business. 

2. Describe the advantages of hiring an accountant for a small 
business . 



Getting Prepared 

Reread all material provided in Lesson #7, "Specialized Assistance — 
You Need It — Where to Get It," in this study guide. 



Summary of the Audio Lesson 

Good financial records are important for the small businessperson 
because they measure what the business has done and where it is 
going. Most people realize that good financial records must be kept for 
tax purposes. What they seldom realize, however, is that accurate 
records are . also necessary when seeking financial assistance from a 
lending in*<Stution. Many banks and lending institutions evaluate the 
businessperson's managerial ability by reviewing his/her financial 
records. 
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An accountant can provide such services as: (1) establishing the 
accounting system, (2) training the manager to maintain the accounting 
system, (3) preparing and interpreting financial statements, (4) giving 
tax advice, (5) preparing tax returns, (6) assisting with tax planning, 
and (6) giving general business advice regarding financing. 

When selecting an accountant there are several criteria which you 
should keep in mind. First, you should get a reference from other 
small business people. Secondly, you should check to make sure that 
the accountant you select has good credentials. Anyone can call 
himself /herself an accountant or a bookkeeper. Only Certified Public 
Accountants and Public Accountants have educational and licensing 
requirements. Third, the accountant should be willing to deal with a 
business of your type and should have expertise in your area. Fourth, 
the accountant should be conveniently located. Finally, you should 
determine the kind and number of services the accountant can provide 
for you and see a sample of his/her work. 

If you decide to keep your own records, there are several important 
tips which you should follow to insure your success. They are: 

1. Keep a separate bank account for the business in the 
business 's name. 

2. Do not co-mingle any business and personal transactions. 

3. Deposit all receipts in the business account and identify 
where the receipts came from (sales, loans, refunds, etc.). 

4. Pay all expenses of the business from the business account. 

5. Do not pay cash if you can avoid it. Write checks if at all 
possible. 

6. If you cannot avoid paying cash, keep a record of where the 
cash came from (petty cash, out-of-pocket cash, cash 
receipt), to whom it was paid, what it was paid for and the 
amount. You should always get a receipt, if possible. 



Putting It All Together 

SELF-QUIZ 

None. 
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ADDITIONAL REVIEW QUESTIONS 

How might you apply the ideas or concepts presented in the audio 
lesson to your real or hypothetical business? 



What key Idea stands out In your mind which you may not have 
been aware of prior to listening to the audio lesson? 



Are there any important elements that were not mentioned in the 
audio lesson? If so, what are they? 
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Legal assistance and you 



lesson 

9 



Overview 

In many phases of your business venture, some type of legal assistance 
may be necessary. This lesson focuses on the services a lawyer can 
provide and when it is critical for a small businessperson to consult a 
lawyer. Of particular interest is the audio lesson which includes an 
interview with David Swain, Attorney~at-Law with Burton Phelps and 
McMahon, P.C. in Scottsdale, Arizona. 



Objectives 

After reading the study guide assignment and listening to the audio 
lesson, you should be able to do tJie things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the study guide material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Describe the types of legal assistance a lawyer can provide. 

2. Determine when the advice of a lawyer is critical. 

3. Describe the advantages of having a good relationship with a 
lawyer . 



Getting Prepared 

Reread all material provided in Lesson #7, "Specialized Assistance -- 
You Need It — Where to Get It," in this study guide. 



Summary of the Audio Lesson 

There are several times when it is critical, for the small businessperson 
to contact a lawyer: when starting a new business, when dissolving or 
selling a business and when buying an established business. Legal 
advice can also be valuable when signing contracts, negotiating with 
employees, reviewing franchising agreements, changing forms of legal 
organization, settling disputes and when questions of liability arise. 
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Regardless of when you consult a lawyer, remember that he/she is not 
there to tell you how to run your business. The lawyer can present 
each available alternative to you and describe the legal consequences of 
each alternative. You must make the final decision guided by the 
lawyer's advice and counsel. 

When selecting a lawyer you should obtain references from other 
business people. You should also make certain that the lawyer is 
competent in your area of business. If you have difficulty finding a 
awyer with expertise in your business area, ycu should consult the 
local referral service supported by the bar association. 



Putting It All Together 

SELF-QUIZ 

None. 

ADDITIONAL REVIEW QUE STIONS 

1. Hov<r might you apply the ideas or concepts presented in the audio 
lesson to your real or hypothetical business? 



2. What ke'-' idea stands out in your mind which you may not have 
been aware of prior to listening to the audio lesson? 



3. Are there any important elements that were not mentioned in the 
audio lesson? if so, what are they? 



CI 
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lesson 



Consulting assistance and you 



10 



Overview 



At certain points in your buedness venture, you may find the services 
of a management coj93ultant helpful. This lesson looks at the type of 
assistance a management consultant can provide, why you might need 
the services of a management consultant, and the advantages of hiring 
a management consultant. Of special interest is the audio lesson which 
includes an interview with James Gore, Marketing Consultant with the 
Phoenix Business Development Center. 



After reading the study guide assignment and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
descrU)ed in the objectives. If you have difficulty with any objective, 
review the study guide material and thie Summary of the Audio Lesson 
included in this study guide chapter. 

!• Describe the services a management consultant can provide. 

2. Describe when it might be advantageous to use a management 
consultant. 



Reread all material provided in Lesson #7, "Specialized Assistance — 
You Need It — Where to Get It," in U^is study guide. 



Entrepreneurs cannot be experts in all areas of management. 
Therefore, a management consultant can be a good source of information 
for the small businessperson . The consultant sometimes acts as a 
coach, sometimes as a counselor and sometimes as a devil's advocate. 



Objectives 



Getting Prepared 



Summary of the Audio Lesson 
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Marketing is one of the .^najor areas in which a management consultant 
can be of asftistance to the small businessperson . Once the business- 
person's needs and objectives are determined, the management 
consultant can assist him/her in compiling a demographic profile of 
potential customers, identifying marketing strategics, and determining 
the appropriate promotional method. Possible promotional methods 
include: (1) personal selling, (2) yellow pages, (3) newspaper ads, 
(4) trade journals, (5) magazine ads, (6) television ads, (7) radio ads, 
(8) direct mail, (9) telephone solicitation and (10) flyers. 

in addition to marketing assistance, the management consultant can also 
advise the small businessperson in the areas of organization, planning, 
identification of loan sources and identification of proper distribution 
channels for the businessperson 's product or service. 



Putting It Ail Together 

SELF-QUIZ 

Nons. 

ADDITIONAL REVIEW QUESTIONS 

1. How might you apply the ideas or concepts presented in the audio 
lesson to your real or hypothetical business? 



2. What key idea stands out in your mind which you may not have 
been aware of prior to listening to the audio lesson? 



3. Are there any important elements that were not mentioned in the 
audio lesson? If so, what are they? 
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lesson 

The small business administration 1 ] 

Overview 

entrepreneur. This lesson focuses on the types of services the sra 
can provide and the audio lesson consiste of an Svlew ^th 
Vince Tammalleo of the Phoenix Small Business Association 



Objectives 

After reading the study guide assignment and listening to the audio 

iSivr" ^S^t ^« ^^^^^^ descrlbedTn the following 

objectives Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any obiectSe 

fv^^^'f^^' "^f^'l'^ ^« SummaryVthe ALS^^resJon 
included in this study guide chapter. 

^' nprJnn^tv, JJ?„>X?.*° o°^,^*'''^f available to the small business- 
person through the Small Business Administration. 

^' ?icS„^^ ""^y Government is interested in 

assisting small business. 

3. Identify the times when it is advantageous for a small business- 
person to contact the Small Business Bureau. "usmess 



Getting Prepared 

?ou'?fipH"Tt'"^^wif^ provided in Lesson #7, "Specialized Assistance - 
You Need It - Where to Get It," in this study guide. 



Summary of tlie Audio Lesson 



^!f'"^^;r ^^^^ ^2?^. businesses are rcssponslble for over 40% of the 
Gros^ jSatlonal Product, (2) new products and services are usually 
developed by small buirtness, (3) there Is a steady Increase to employ? 
ment opportunities within small businesses, and (4) small businesses 
iM^ge^busteesses ^ managerial expertise on a fuU-tlme basis as can 

There are fc^si major types of services avaUable through the Small 
Business Administration. 

1- Finand^ Assistance Divistnn. This division of the SBA gives 
potential onaU ousinesspersons and current small business 
owners assistance in obtaining financing. The SBA can assist 
«mf°T! *»^*»f«8pcrson in preparing the loan package for 
approaching a bank, can guarantee the banks loan and in 
some cases, can make direct loans to the smaU businessperson 
when financing through a bank is not possible. The SBA 
mrect lending program is aimed at special constituencies and 
the amount of funds is limited. 

2- Bfanagmient Assistance Division: This SBA division provides 
counseling ana training in a variety of ways. SCORE 
(Service Corps of Retired Executives) volunteers assist the 
small businessperson on a one-to-one basis in various areas of 
plMmlng and organization. The Small Business institute 
CSBI) operates through four-year post-secondary, institutions 
where Juniors, seniors and graduate students serve as 
management consultants for the small businessperson. ACE 
(Active Corps of Executives) counselors are members of 
national organizations who have agreements with the Small 
Business Association and are identified with the local SBA. 

3- y-5„.^^^!ffl^i^9°°°^J"^^gs Division (Procurement Assis- 
tance): This SBA division provides opportunities for small 
business to work directiy witii tiie government or on a 
subcontracting basis with large firms. 

^- Minority Sm^ Business Capital Ownership Developme nt Divi- 
fies: This division of tiie SBA was estabUshed by Congress 
to provide assistance to socially and economically disadvan- 
taged Individuals who want to own and operate small 
op^mnlties ^ participate in government contracting 

On the local level, there are over 100 SBA offices located in all fifty 
states, Guam and Puerto Rico. These local offices offer services free 
Of charge jand co-sponsor many programs which are available to tiie 
small businessperson on a cost-recovery basis. In addition, the SBA is 
active on a national level through the Office of Advocacy, which was 
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SfSS^?!** ^ represent the Interests of the small 

S^S^^SKT^"- °^ Advociicy maintains ongoing communka" 

tion with aU governmental agencies to make the needs of the^iw^l 
businessperson known. 



Putting It All Together 

SELF-QUIZ 

None. 

ADDITIONAL REVIEW QUESTIONS 

^* SlJ?^?**^ ?® K®^^ concepts presented in the audio 

lesson to your real or hypothetical business? 



2. What key idea stands out in ybur mind which you may not have 
been aware of prior to Ustening to the audio lesson? 



3. Are there any important elements that were not mentioned In the 
audio lesson? If so, what are they? 
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lesson 

Banking assistance and you 1 2 

Overview 

JiiL businessperson needs many different types of financial 

IV^^' \^^^°^ focuses on the financial services a bank can 

f K «if .f^^^V"® importance of having a good working relationship with 
a banker Of particular interest is the audio lesson which consists of 
an interview with Larry Davis, vice President and Manager of The 
Arizona Bank, East Mesa Office. 'auayci oi me 



Objectives 

After reading the study guide assignment and listening to the audio 
lesson you should be able to do the things described in the following 
objectives. Check yourself to sqe if you have gained the skills 
described in the objectives, if you have difficulty with any ob»ective 
review the study guide material and the Summary of the Audio 'Lesson 
included in this study guide chapter. 

1. Identify the financial services that a bank and a banker can 
provide the small businessperson. 

2. Describe the advantages of having a good working relationship 
with a banker. *^ 



Getting Prepared 

Reread all material provided in Lesson #7, "Specialized Assistance - 
You Need It -- Where to Get It," in this stud^ guide. 



SumiMfy of the Audio Lesson 

There are a variety of banking services which are available to the small 
businessperson. These services include: 

1. Operational Services - checking accounts and savings 
programs (both long term and short term). 
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2. 



Lending Services ~ loan acquisition for business and personal 
reasons . 



3. Corporation Services Department ~ services such as lock box 
services and credit card services which assist the business- 
person with day-to-day activities. 

4 . International Departments — foreign exchange , government 
guarantees, etc. for businesses whose activities cross 
international boundaries. 

5. National Departments services for businesses whose 
activities cross state lines. 



It is important for you as a small businessperson to develop a good 
working relationship with a banker. As the banker becomes more 
familiar with what you are doing, he/she can more easily understand 
your needs and requirements. 

Your banker can advise you in many areas of business but it is 
important to remember that he/she cannot tell you what you need. 
Your banker is there to assist you atter you have determined what your 
needs are. In determining these needs you should ask yourself the 
following questions: 

1. Why do I need the money? 

2. How much money do I need? 

3. When do I need the money? 

4. For how long do I need the money? 

5. Where can I obtain the money? 

6. How can I repay the money? 

There are three major types of loans available to the small business- 
person. The "long-term loan" is usually secured with real estate and, 
in the case of residential real estate, matures in thirty years. The 
"commercial loan" has a maturity of twelve months or less; while the 
installment loan" has a maturity of two to fifteen years. 

Your banker can help you decide what type of loan will benefit you 
most and what kind of repayment method is favorable. Before the loan 
is made, however, you will be required to personally discuss the loan 
with your banker and provide him/her with written information about 
yourself and about your business. Some of the questions your bankei 
may ask are; 
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1. How did you aetermine your needs? 

2. What are you going to buy? 

3. Why do you need it? 

4. What is it going to do for your business? 

5. How is it going to generate more profit? 

6. How do you plan to repay it as a result of new revenue? 

In considering your loan request, the banker may use the C C's which 
are Rules of Thumb in Lending. They are: 

Character — you credit history and your wilUngne-ss to repay 
the debt. 

Capacity the general condition of your business and your 

ability to service 'he debt. 

Collu'teral — what is used to secure the debt. 

Capital — the amount of mon^y requested. 

Circumstances— general economic conditions. 

Coverage — the loan-to-collateral value. 

Good financial management is one of the keys to success in anv small 
business. The following are tips for good financial management: 

1. P^an capital requirements. 

2. Be realistic in your plans. 

3. Balance your debt and equity. 

4. Maintain adequate working capital. 

5. Keep yourself up-to-date in your industry. 

6. Maintain proper inventory levels and control. 

7. Develop a good banking relationship. 

8. Do not borrow more money than you need. 
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Putting It All Together 



SELF-QUIZ 

None. 

ADDITIONAL REVIEW QUESTIONS 

1. How migjht you apply the ideas or concepts presented in the audio 
lesson to your real or hypothetical business? 



2. What key idea stands out in your mind which you may not have 
been aware of prior to listening to the audio lesson? 



3. Are there any important elements that were not mentioned in the 
audio lesson? If so, what are they? 
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lesson 

How much capital do you need 1 3 

to get you started ? 

Overview 

when you go into business, an important concern is the amount of 
capital you will need to start and run your business. Once you 
estimate the amount of capital you need, you will then have to identify 
sources of capital for your business. This lesson will focus on: 
(1) the miportance of estimating the amount of capital required to start 
up and maintain business operations; (2) the sources of equity capital- 
and (3) the sources of long term funds. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described m the objectives. If you have difficulty with any objective 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. t^stimate the amount of capital required to start up and maintain 
business operations. 

2. Identify and discuss sources of equity capital that might be used 
to start up and maintain business operations. 

3. Identify sources of long term funds. 



Getting Prepared 

Read Chapters 8 and 19, pages 103-114, 304-317, in Small Busines s 
Management, 5th edition. Be sure that you read the summaries and 
discussion questions provided in these chapters. Read all Supplemen- 
tary Material for this lesson, found in this study guide, pp. 65-6P. 




Summary of the Audio Lessson 



In this audio lesson, the word "capital" refers to the total amount of 
funds employed in the firm. "Equity capital" refers to the owners 
contributions, and "debt capital" refers to those funds provided by 
creditors. A new business needs capital for the following purposes: 
(1) to cover promotional and initial expenses, (2) to provide working 
capital, and (3) to acquire fixed assets. Initial expenses may include 
such things as installation of equipment, utility company fees, licenses 
and permits; any expenses associated with starting up a business. 
Working capital typically consists of money invested in cash, inventory, 
or accounts receivable. Fixed assets are permanent assets that are 
used to produce a product or to offer a service and typically include 
land, buildings, and equipment. 



As a new entrepreneur, you should huve detailed financial estimates or 
projections for the business in order to plan lor financial needs. You 
should include the following in your projections: 

1. A capital expenditures budget which lists planned purchasds or 
physical improvements. 

2. A projected income statement which shows estimated operating 
expenses such as rent, labor, and supplies subuarted from a 
realistic estimate of that period's net sales. 

3. A cash flow projection which estimates actUc<! (rather thon 
projected) cash surplus or deficit tor each period. 

4. A projected balance sheet which includes the capital expenditures 
budget, a projected income estimate, and estimated cash tlow. The 
projected balance sheet also identifies the ideal balance between 
these elements. 

These projections should be made on a monthly basis during the fir? I. 
year of business. These four estimates give you an overall perspective 
of the financial needs of your business and give you a guide to iollow 
in the following years. 



Equity capital is the owner's contribution to the business. Sources of 
equity capital in a sole proprietorship are limited to the owner's 
personal savings, securities or real estate. In a partnership, the same 
is true, but all partners may contribute. A corporation gets its equiLy 
capita] from selling shares of stock. Other sources of equity capilnl 
include nonprofessional investors, such as relatives or friends, and 
venture capital groups who buy shares of stock. Small Business 
Investment Companies (SBICs) and Minority Enterprise Small Business 
Investment Companies (MESBICs) are two examples of privately owned 
venture groups eligible for federal funds to boost small business and, 
thus, provide a source of equity capital for corporations. Another 
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group that provides equity capital consists of State Business and 
Industrial Development Corporations (SBIDCs). Owners of these 
development corporations are usually oil companies, utilities, or large 
retail chains. Although equity capital is available from all of these 
sources, the major source of equity funds is retained or reinvested 
capital which is taken from earnings then put back into the business. 
This is a conservative approach to financing because there is no risk of 
losing management control. 

Financial estimates and sources of equity capital are essential elements 
in securing a successful outcome for your business. How well you 
detail and plan for your financial needs and resources will determine 
the actual well being of your business. 



Putting It All Together 

SELF-QUI2 

Do the review questions found on pages 45-46, 113-114, in the Student 
Supplement for Small Business Management . 5th edition. After com- 
pleting the review questions, check your answers with those given on 
pages 177 and 179 of the Student Supplement , 

ADDITIONAL REVIEW QUKSTJONS 

1. For what purposes is capital typically used in new and ongoinii 
businesses? 



2. Who might prospective entrepreneurs contact to help make 
estimates of capital required for their particular busines more 
realistic? 
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What is equity capital? How and where does it appear on the 
entrepreneur's balance sheet? 



What is the risk associated with equity capita!? 



SUGGES TED ACTIVITIES 

Contact your lo'-al Small Business Administration office and aslt 
what equity funds are available. How does an entrenreaeur 
f :fifv for such funds? 



Visii successful small jusiness in your community. Ask the 
'Wner general details - _>out how he or she financed start-up 
op::i'v ,ons. What sourr- f of funds are used now for maintaining 
t.^^ t tions? 



List and brieflv- aefcribe sources of equity funds available to the 
small business cr^^ ^reneur. 
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Assu™ that you are thinking about opening a hardware store 
^ou estimate tliat your annual net sales will be about $100 000 
To help estimate expenses, you checked with your trade associa- 
don and read Ratio Analysis for Small Business listings. You 
ic^A? your "ne ot business cost of goods sold is typically 

66.05 percent of sales, owner-manager salary is typically 7.15 
percent of sales, etc. You have started to prepare a projected 
mcoma staterirnt using ratios to estimate expenses. 

What is your estimated net profit for Year 1? 



PROJECTED INCOME STATEMENT 



Percent of Sales 



Nic Saies 

Co.<3t Ci (ioods Sold 
Cr^iss Profit 



Operating Expenses: 

Salary Expense 

Postage & Office Supplies 

Advertising & Promotion 

Donations 

Telephone 

Accts. Receivable Losses 

Delivery Expense 

Depreciation 

Rent 

j^epairs 

Utilities 

Insurance 

Taxes (Excluding Fed. Income) 
Interest on Loans 
Miscellaneous Expense 
Total Expenses 

Net Profit Before Taxes 



16.75 
.40 

1.55 
.05 
.30 
.15 
.50 
.60 

2.70 
.10 
.80 
.80 

1.10 
.05 

1.20 



100.00 
66.05 
33.95 



Projection 



$100,000 
G 6,050 
$33,950 



27.05 
6.90 



$ 
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SUPPLEMENTARY MATERIAL 



Projected Income Statement 
Fun Fashions t Year One 



Net Sales $150,000 



Cost of Goods Sold 



80,000 



Gross Profit $ 76,660 

Operating Expenses: 

Depreciation $ 7,000 

Payroll 16,000 

Payroll Taxes & Fringe Benefits 2,000 

Management Salary 20 000 

Supplies '500 
Miscellaneous Contract Expense (Cleaning, 

Trash, Extermination, Equipment Rental) 1,000 

Advertising & Promotion 4,' 000 

Utilities 2] 000 

Telephone '400 

Legal & Accounting Fees ] ,(iuo 

Repair & Maintenance 2,000 

Taxes, Licenses, & Fees 2,000 

Insurance 2^000 

Postage & Freight I'ooo 

Dues & Subscriptions iOO 

Total Expenses $.fiLP00 

Net Profit Before Taxes $ 9 OOO 

Federal Income Taxes (Corporation Only) 2 OOu 

Net Profit $~7'oUO* 



♦Note: NfJt Profit transfers 1.0 Projected Balance Shetit. 



Projected Cash Flow statement 
Fun Fashions , Year One 



J ^ M A M J J -1 s 0 N r 

Cash in Bank (Start of Month)? $ $ $ $ j ^ ^ ^ ^ ^ 

Petty Cash (Start of Month) " ' ~ 

Total Cash 

Expected Cash Sales 

Expected Collections 

Other Money Expected 

Total Receipts 

Total Cash & Receipts 

All Disbursements (for month) 

Cash Balance at End of Month 



*Note: Cash Balance (End of Year) transfers to Projected Balance Sheet for End of Year. 

Adapted fro.: "Business Plan for Retailers" (Washington, D,C.: S.all Business Administration). S^all Marketers Aid No. 150. 
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Projected Balance Sheet 
Fun Fashions for End of Year One 



ASSETS 

Current Assets: 

Cash $17,000 

Accounts Receivable 15,000 

Inventory & Supplies 21,000 

Total Current Assets $53,000 
Fixed Assets: 

Buildings 72,000 

Equipment 18,000 

Total Fixed Assets 90 OOO 

Total Assets ' $143,000 



LIABILITIES & OWNERS' EQUITY 

Current Liabilities: 

Accounts Payable $ 1,000 

Note Payable to Bank 4,000 

Taxes Payable 9,000 

Total Current Liabilities $14 ooo 

Long Term Liabilities 

Loan Payable to SEA 50 ooo 
Total Liabilities ' $ 64,000 

Owners* Equity: 

Common Stock 72,000 

Retained Earnings y'oo o 

Total Owners' Equity ' 79 ooo 

Total Liabilities & Owners' Equity $143 'OoO 
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Selected Sources of Capital 


TYPF OP MOMPV 


SOURCE 


Equity 


Sole Proprietorship 

Partnership 

Corporation 

Nonprofessional Investors 

Venture Capital Groups 

SBlCs 

MESBICs 

SBIDCs 

Retained Profits 


Debt 


Commercial Banlcs 
SBA 

Life Insurance Companies 
Savings and Loan Associations 
Leasing Companies 
Commercial Finance Companies 
Inventory and Equipment Suppliers 
Personal Finance Companies 
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lesson 

Additional capital - Where to get it 14 



Overview 

Many times the small businessperson will overlook a very important 
aspect of the planning process: business forecasting. Business fore- 
casting looks at the probable course of business activity and company 
sales which is an essential starting point for short and long range 
budgeting. This lesson looks at the Importance of business forecasting 
and budgeting, the sources of debt capital, and the sales volume 
necessary to break even. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Describe the importance of business forecasting and budgeting. 

2. Identify and discuss the sources of debt capital that might be used 
to start up and maintain business operations. 

3. Estimate the sales volume required for business opere^ -is to break 
even . 



Getting Prepared 

Review Chapter 8, pages 104-114, and read Chapter 20, pages 330-331 
and Chapter 21, pages 335-351, in Small Business Management . 5th 
eaition. Be sure that you read the summaries and discussion questions 
provided in these chapters. Read the Supplementary Material for this 
lesson, found in this study guide. 



Summary of tlie Audio Lesson 

Debt capital is capital provided by creditors. There is usually an 
interest charge on this borrowed money and the lender has no owner- 
ship control. If you are thinking of obtaining debt capital, there are 
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many sources. Commercial banks provide various types of financing 
such as commercial loans, term loans, bank credit cards, equipment 
financing and leasing, real estate loans, and inventory financing. The 
Small Business Administration caters to businesses that have difficulty 
obtaining bank loans. However, they h?:ve a ceiling on the amount of 
the loan because of the somewhat risk of the prospective 

borrower. There are also other ' that will lend you money. 

These include leasing companies, cial finance companies, life 

insurance companies, and savings and ^c.i associations. 

When considering your capital needs, a useful devise is a break-even 
analyais which specifies the relationship between fixed and variable 
costs and sales revenue at different levels of operation. An accurate 
break-even analysis is useful because: (1) it tells you the probable 
level of output needed to cover the expense of being in business, (2) it 
gives you an estimate of the effect of expansion or contraction of sales 
volume on profit, and (3) it helps you analyze the prospects of 
decreasing variable and fixed costs, increasing sales prices, and the 
number of units which must be sold to increase profits. 

Whether you choose to finance your business through equity capital 
alone or to use debt capital as well, you should do a break-even 
analysis. It serves as a guide to planning your business expenditures 
and profits. 



Putting It All Together 

SELF-QUIZ 

Do the review questions found on pages 125-126 in the Student Supple- 
ment for Small Business Management , 5th edition. After completing the 
review questions, check your answers with those given on page 179 of 
the Student Supplement. 



ADDITIONAL REVIEW QUESTIONS 

1. What is debt capital? How and where does it appear on the 
entrepreneur's balance sheet? 
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How would trade credit be listed on an entrepreneur's balance 
sheet? How would it be listed on a supplier's balance sheet? 



Compare the risk associated with debt capital to that associated 
with equity capital. Considering only risk, which would you 
prefer to use? .lat ether factors car you think of that might 
influence your decision to use debt versuS equity capital? 



What are the potential sources of funds for small business owners 
who choose to use debt financing? 



What are the two sources of debt capital most often used by small 
business entrepreneurs? Why is this so? 



What is a break-even analysis? What are its uses? 



xo use a break-even analysis, the entrepreneur must think in 
tenns of sales revenue, fixed expenses, and variable expenses. 
Briefly, what are each of these? 



What things are portrayed on a break-even chart? 



Suppose you plan to open a store. You estimate your fixed 
expenses for the first year at about $9,000. You believe your 
variable expenses will be about $700 for every $1,000 of sales. 
Using the break-even formula, what is your estimated break-even 
point in sales dollars? 



SUGGESTED ACTIVITIES 

Contact your local Small Business Administration office and ask 
what types of loans are available. Find out how an entrepreneur 
can qualify for such financing. 



Visit a local commercial bank branch. Ask what types of loans are 
available to small businesses and what each type of loan requires 
of the entrepreneur. 



List and briefly describe sources of debt capital available to the 
small business entrepreneur. 



Using the information and directions given below, prepare a break- 
even chart. (You can use the Break- Even Chart Worksheet on 
page 74 of this study guide.) 



(a) Assume that you are seriously thinking about leasing space in 
a shopping center to open a gift shop. You want to know 
how many gifts you must sell on the average p'^^ day before 
you begin to make a profit. 

(b) On the Break- Even Chart Worksheet: 

(1) Draw a straight hne parallel to the hon;iontal axis to 
show fixed costs which would be the same regardless of 
the number of gifts you sold. 

(2) Draw a second line beginning at the fixed c\st point on 
the vertical axis and increasing at the . ite of $.40 per 
$1.00 of sales. Tl^is line shows total costs. 



(3) Draw a straight line beginning at zero and increasing at 
the rate of $2.50 per average gift to show total sales 
revenue . 

(4) Draw a dot where the total cost and total sales revenue 
lines intersect — labeling it "break-even point" . Shade 
and label profit and loss areas, 

(5) Draw dotted lines from the break-even point down to the 
horizontal axis and across to the vertical axis. 




73 - 



BREAK-EVEN CHART WORKSHEET #1 



SALES REVENUE 
AND EXPENSES 
IN DOLLARS 
PER MONTH 



$20,000 - 



$15,000 



$10,000 



$ 5,000 



$0 



■+- 



2,000 



4,000 



6,000 



8,000 



10,000 



NUMBER OF GIFTS PER MONTH 



3G 
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Use Xii fi reak-even chart ycu just constructed to answer the 
f oUowiny v i^stions : 



ore would begin to make a profit when it 
, w much monthly sales revenue? Or sold 
; per month? 



(a) Your Q ' 
brought ih 
how many : 



(b> Your gifl store VvO»ild begin to make u profit v/hen it 
sold about how ^xvar^y gifts per day? 



(c) ivssume you could maintain current variable costs and 
sales prices while reducing your fixed costs by closing 
the store on Sunday afternoons. Would you need to sell 
more or fewer gifts per montii to br:-ak even? 



(d) Assume you could maintain current fixed costs and sales 
prices, if your variable costs were to increaso for some 
reason *vould a ne^d to sell more or fewer gifts per 
month to break even? 



(e) Assume you could increase sales while maintaining 
current f>ed costs and variable costs. In which 
direction w Id your break-even point move? 
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SUPPLEMENTARY MATERiAL 
Example of a Break-~0V6n Chart 



SALES REVENUE 
AND EXPENSES 
IN DOLLARS 




NUMBER Or' UNITS 



ERIC 



83 

76 - 



lesson 

Finding the right site for 15 
your business 

Overview 

Choosing the right location for your business can be a major factor in 
Its success or failure. This lesson looks at the factors to consider in 
choosing a geographical area such as a city or town; the factors to 
consider in choosing an area within a city or town; and the process of 
identifying a specific location for a business. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Determine factors to consider in selecting a town, city or geo- 
graphic area for a business. 

2. Determine factors to consider in choosing a particular area of the 
town or city for a business. 

3. Identify a specific site to locate a business. 



Getting Prepared 

Read Chapter 9, pages 115-128, in SmaU Business Management . 5th 
edition. Be sure that you read the sunmiaries and discussion questions 
provided in this chapter. Read aU Supplementary Material for this 
lesson, found in this study guide. 



Summary of the Audio Lesson 

The factors to consider in choosing a location for your business will 
vary with the type of business. For example, an owner of a 
manufacturing business must consider its proximity to suppliers and 
customers, labor and power costs, and local taxes and regulations. 
The owner of a retail business, on the other hand, must consider its 
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location in regards to local traffic patterns, parking availability, 
neighboring institutions and businesses. Usually the choice of a 
general geographic area, town or city is ibff.uenced by: (1) personal 
factors, (2) economic factors especiaUy concerning the trading area in 
which you are interested, (3) population trends and purchasing power 
within that particular area, and (4) the strengths and/or weaknesses of 
the competition. 

Once you have chosen a geographic area or community for your 
business, the next step is to identify the general location within that 
community. Selecting a retail or service location depends on the type 
of shopping area for which you are looking. You have a choice of 
selecting a central shopping or downtown district area, a location on a 
major traffic route, or a suburban shopping district. For a wholesaler, 
the considerations for a general area within a community include the 
local market locations, diversified industry, and a lack of competition 
from other wholesalers. Because of the expenses involved in 
relocating, manufacturers generally need to consider future conditions 
within a locality rather than present costs. 

In choosing a specific location, a number of factors must be considered. 
Amount of rent, the accessibility of the business, cost of warehouse 
space (in wholesaling), taxes, and availability of employees are only a 
few of these factors. 

Taking the time to go through a thorough site selection process wlQ 
allow you to increase your odds for succeeding in business. You can 
anticipate.' problems and avoid them with adequate information about your 
prosf ;.tive location. 



Putting It All Together 

SELF-QUIZ 

None. 

ADDITIONAL REVIEW QUESTIONS 
1. How can the size of a trading area be estimated? 
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Discuss each of the following statements: 

(a) It is sound Judgment to locate away from your competition, 

(b) An area with sporadic income pat^- ^^ns and high unemployment 
would be a poor location for any Iness. 

(c) Gtood service is the prime customer or clientele consideration, 
not store location. 



What types of stores benefit most from locating near their 
competition? 



What market do downtown stores and service businesses serve? 
Why? 



Why are long-range factors more important to a new manufacturer 
than to a retailer or service business? 



When selecting a location, why would a retail or service business 
consider different factors than a wholesaler or manufacturer? 



What is meant by the accessibility of a business firm? 
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SUGGESTED ACTIVITIES 



Using the type of business you have selected (if you have not already 
selected a specific type of business, choose a hypothetical one), 
determine the following: 

1. Identify the town, city or geographic area in which you plan to 
locate. Discuss your personal reasons for locating there. 



Collect various pieces of information on the economic character- 
istics, the population trends and the purchasing power of this 
area. (Obtain from the Chamber of Commerce). 



List Information on what you consider your major competition to 
be. 



4. Identify the factors of information you would consider in choosing 
a particular area of the town, city, or geographic area. Be 
specific ! 



Identify a specific location and describe . other areas you considered 
for your business, but chose not to select. Describe why this site 
location is best for your business. 
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SUPPLEMENTARY MATERIAL 



Site Analysis Checklist 

Before deciding on the site for your business, ask yourself the 
following questions. The answers to these questions should serve as a 
guide in your decision-making process. 

A, What are the population characteristics? 

1. What predictions are being made about the population for the 
community? 

a. It is growing 

b. It is large and stable 

c. It is small and stable 

d. It is declining 



2. Which term best describes the income distribution of the 
community? 

a. Mostly wealthy 

b. Wealth well distributed 

c. Mostly middle income 

d . Poor 



What kind of housing arrangements do most permanent 
dwellers have? 

a. Own homes 

b. Pay substantial rent 

c. Pay moderate rent 

d. Pay low rent 



B. What economic factors are involved in the community? 
1. How established is the neighborhood? 

a. Old and well established 

b. Old and reviving 

c. New and promising 

d. Recent and uncertain 



2. How diversified are tLe businesses in the community? 

a. Many and varied kinds of businesses 

b. Many of the same type of businesses 

c. Little variety 

d. One major industry 

3. What is the major industry source? 

a. Manufacturing 

b. Farming 

c. Retailing 



4, How stable is the community? 

a. Very stable 

b. Satisfactory 

c. Moderately stable 

d. Fluctuates widely 
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5. What is the growth trend of the area? 
a. Highly satisfactory 

Satisfactory 
c • Static 
d. Declining 

6, What is the future of the community? 
a. Most promising 

Satisfactory 

c. Uncertain 

d. Doubtful 



What are the community characteristics? 

1. How would you describe the overall appearance of the city? 

a. Homes are neat and clean 

b. Homes are rundown and shabby 

c. Lawns, parks, streets and other public areas are clean 
and attractive 



2. Are there adequate support facilities for your business needs? 

a. Banking 

b. Utilities 

c. Professional services 

d. Transportation 

3. Are there adequate facilities for your personal needs? 
a • Schools 

b. Churches 

c. Amusement centers 

d. Medical and dental services 



What is the competition like? 

1. How many competing stores are in the area? 

a. Too many 

b • Many 

c • Average 

d- Few 



2. How would you classify the competition? 

a. Old and well-established 

b. Average 

c • Unattractive 

3, How many chain stores are in the community? 

a. Many well-established chains 

b. Average number 

c. Fev/ chains 

d. No chains 
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4. How many chain stores are located in close proximity to your 
proposed site? 

a. On the same block 

b. On the same pfde of the street 

c. Across the street | 

d. Next door 

5. How many independent stores like yours are located in ihe 
area? 

a. On the same block 

b. On the same side of the street 

c. Across the street 

6. What type of management does the competition have? 

a. Alert and progressive 

b. Above average 

c . Average 

d. Slow to change 

What are the characteristics of the physical plant? 

1. How adequate is the physical plant for your needs? 

a. What is the square footage of the facility? 

b. Is the building shape conducive to your needs? 

c. Is there adequate frontage space? 

d. Is there adequate air conditioning? 

e. Is there adequate lighting? 

f . In what condition is the building? 

g. Is there adequate display space? 

2. How would you characterize the traffic flow past this site'^ 

a. Sex 

b. Average age 

c . Destination 

d. Number of passers-by 

e. Automobile traffic count 

f . Peak hours of traffic flow 

g. Percent location of site 

3. What kind of parking is available? 

a. Large and convenient 

b. Large enough but not convenient 

c. Convenient but small 

d. Completely inadequate 

4. Are there any things you wo^.id consider to be unfavorable 
about this location? 

a. Cemetery nearby 

b. Hospital nearby 

c. Undertaker nearby 
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d. Playground neariiy 

e. Poor sidewalks and pavement 

f. Fire haards 

0. Vacant lot - no parking possibUities 

h. Unsightly neighboorhood buildings 

How many vacancies are in the neighborhood? 

a. On the same side of the street 

b. Across the street 

c. Next door 

How is the specific location situated on the city bloclc? 

a. Comer location 

b. Middle of the block 

c. Best side ot the street 

d. Worst side of the street 

Are there any professional people with offices located in the 
block? 

a. Doctors 

b. Dentists 

c. Lawyers 

d. Other 
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Overview 



No matter what type of business you are in, there are outside 
resources to help you in choosing the right location for your business. 
This lesson focuses on the sources of outside help which you can use 
when selecting a site location. 



After reading the textbook assignments and listening to the audio 
lesson » you should be able to do the things described in the following 
objective. Check yourself to see if you have gained the skills 
described in the objective. If you have difficulty with the objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1 . Identify the sources of outside help available to the entrepreneur 
seeking to choose a business location. 



Review Chapter 9, pages 115-128, in Small Business Management . 5th 
edition. Be sure that you review the summariei and discussion 
questions provided in this chapter. 



There are many sources of outside help for you to consult when you 
are looking for the right location for your business. Bankers have 
access to published reports on retail trade, business establishments, 
income, employment and many other areas. They can be a great source 
of information and assistance. Chambers of Commerce also can be of 
service in recommending desirable locations within a certain area. 
Trade associations and government agencies such as th:'^ Small Business 
Administration provide services in site selection. Commercial realtors 
offer site location information on industrial parks and other commercial 
realty for lease or purchase . Other sources of information include 
railroads and utility companies which offer information on the 
availability and cost of transportation, water, power, (ael and 
telephone . 



Objectives 



Getting Prepared 



Summary of the Audio Lesson 



- 85 - 




Each of these sources can be very useful to the new entrepreneur. 
Since each source has a different perspective and a different interest, 
it may be %vise for you to seek out more than one source to get 
differing opirJons on your intended site before committing to it. 



Putting it Ali Togetiier 

SE LF-QUIZ 

Do the review questions found on pages 51-52 in the Student Supple - 
ment for Small Business Managonent . 5th edition. After completing the 
review questions, check your answers with those given on page 178 of 
the Student Supplement . 

ADDITIONAL REVIEW QUESTIONS 

1. What are the possible sources of outside help in the choice of lour 
business location? 



2, What are the advantage^ of utilizing outside help in your choice of 
location? 



3. Why^ would outside sources be interested in assisting you with the 
choice of location for your business? (For example, why would a 
bank be interested in assisting you?) 



SUGGESTED ACTIVITIES 



Visit the economic department of yoiir local bank, and ask them to 
assist you in yoxir site selection. (If you are not really selecting 
a location, use your hypothetical business, and explore location 
possibilities). 



Visit yoxir local Chamber of Commerce, and find out what types of 
location assistance they can provide. 



On 
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lesson 



Your facility - Building ♦ equipment 

and layout 



17 



Overview 



Once you decide on the site for your business, there are many things 
to consider about the actual building, its layout and the equipment you 
will need. This lesson looks at the ways in wHich to evaluate a facility 
for a business, the most effective layout for a business, ttie equipment 
needs for a business, and the criteria for creating an effective business 
image through your building's appearance. 



After reading the textbook assignments and listening to the audio 
lesson, you should be able to do \iie things described in the following 
objectives. Check yourself to pee if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Determine the information needed to evaluate a building (physicoil 
facility) for a business. 

2. Identify the equipment needs for a business. 

3. Determine the most effective physical layout for a business. 

4. Describe the necessary criteria needed to create an effective 
business image through the physical appearance of the building 
and its layout. 



Read Chapter 10 pages 129-166, in Small Business Managemen t, 
5th edition. Be sure that you read the summaries, discussion questions 
and case studies provided in this chapter. 



Objectives 



Getting Prepared 
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Summary of the Audio Lesson 



When selecting a building or physical facility for your business, you 
should consider the nature or function of the business, the actual 
physical condition, the exterior appearance, and utilities such as 
lighting, plumbing, etc. The building you choose should be able to be 
physically set up for your particular business. It should provide for 
the safety of your cust(»ners as well as prcmote the business by Ms 
appearance . 

The term equipment refers to those items necessary to complete the 
selling and non- selling functions of a business excluding the building, 
people, and merchandise or materials. Your decision to purchase or 
lease equipment depends on the type of business you have and the 
equipment you think you will need. Once you decide on the type of 
equipment you need, you should consider the most efficient use of that 
equipment in the physical layout of your facility. An effective physical 
layout provides for the maximum use of the building itself and 
reinforces the purpose of the business. For example, in retailing, 
designing the layout to maximize sales Is of the utmost importance. 

An important consideration in selecting a facility is its appearance. 
This is the first identification customers will make with your business, 
and their initial impression could help or hinder your business venture. 
The outside appearance of your building should attract customers while 
the inside layout and decor should reinforce the customers* impression 
of your product or service. 

The physical facility you select has a great bearing on the effectiveness 
of your business operation . It can attract customers , maximize 
production or sales « and create a useful business image to the public. 



Putting It All Together 

SELF-QUIZ 

Do the review questions found on pages 57-58 in the Student Supple- 
ment for Small Business Management . 5th edition. After completing the 
review questions, check your answers wllii those given on page 178 of 
the Student Supplement . 
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ADDITIONAL REVIEW QUESTIONS 

Should a manufacturer or wholesaler place as much emphasis on the 
Duilalng front as the owner of a retail store does? 



What factors must be considered when evaluating a building for a: 
a. Retail Business? 



b. Service Business? 



c. Wholesale Business? 



d. Manufacturing Business? 



What are some of the various types of equipment needed for a: 
a. Retail Business? 



b. Service Business? 



c. Wholesale Business? 



d. Manufacturing Business? 



4. What are some of the factors necessary to consider when arranging 
the equipment in a building? 



5. What layout factors influence each of the following businesses? 
a. Retail Business 



b. Service Business 
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c. Wholesale Business 



d. Manufacturing Business 



How important is the physical appearance of a buildlnq for 
customer attraction? 



SUGGESTED ACTIVITIcS 

List the factors you would consider when evaluating a building for 
your business. 



Draw a sketch of your building. Include a supplementary sketch 
showing the front of the building. 



Estimate the cost of your building in terms of monthly payments. 
Include the costs of utUities and maintenance. 



Develop a list of the various types and amounts of equipment 
needed for your business. Include the costs of each. Survey a 
business similar to what you plan to open as a source of 
information. 



Type of Equipment 



Number Needed X Unit Cost 



Cost 



ft*epare a diagram of the layout for your business by investigating 
the layout of businesses similar to yours. Also, contact 
eqiilpment, furniture and fixture manufacturers or distributors for 
layout assistance. 

Use graph paper to complete your diagram. 



Describe in detail the physical appearance of your building and the 
image it woulci project. 
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The government and you - 
Regulation and taxes 



18 



Overview 



Before you can start your new business, there are many factors to 
consider. This lesson focuses on: the importance of contracts to 
the smaU businessperson. (2) the necessity for operating permits and 
licenses and (3) the tax liability of a business. 



After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the fblloidng 
objectives. Check yourself to see if you have gained the skiUs 
deiiicribed in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Describe the importance of contracts to the small businessperson . 

2. Identify the necessary operating permits and licenses needed to 
start a business. 

3. Describe the tax liability of a business. 



Read Chapters 24 and 25, pages 412-442, in Small Business Manaoement , 
5th edition. Be sure that you read the giMHwuir<«>y, dltrnisston luesdons 
and case studies provided in these chapters as well as the Supple- 
mentary Materials provided for this lesson in this study guide. 



Licensing contracts have a great effect on small business. The degree 
of regulation varies with the type and location of your business. 
Licensing regulations are designed to offer protectiorA for the public's 
health, safety, and welfare. Since licensing regulations vary from state 
to state, and locality to locality, you should check with your state, 
municipal, and county authorities to get the licensing requirements for 
your business. Most licenses require a fee payment and a written 
application . 



Objectives 



Getting Prepared 



Summary of thi Audio Lesson 
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The piiMry ux rmipacuibility of « sai«Ji busineM ts to |Miy «tl ^»a*tty 
requirMl taxes u»d there «r« meny lUnds of busineM Ukm. Every 
ml] buslittfts must pey federal taxac which tnclyde indivkia*) or 
corporate income taxes, amptoymeiit uxm. social security t«x««, excis* 
uxcs and customs taxes. TYa three major state taxes a imall bysiiM«»- 
person must pay are unemployment immm. income taxes, and sales lax. 
In addition, the sute may also h4wc caf^taj stock taxes. prmnliMi taxes, 
incorporation fees, and dMith taxes. The third maior type of taxation 
is local. Usually, local taxes cocislst of real estate Uxes. personal 
property uxes. and taxes <m gross receipts of bw^iness. Some larger 
cities also have an income tax. 

Since tax laws and regulations are complex, it it important for you to 
utilise the services of a tax advisor or competent Mrcountant to prevent 
costly mittakes and to save oMney. 

m addition, to paying your taxes, you should be a%*are of tax planning 
and tax; managetnent. Tax management means that you know the kinds 
of taxes ym natd to pay. Imw much they are. and when thay art due. 
Tm planning mMns you wUl have Um funds when you nsMl th«m. in 
order to run your businass succassfuliy. you need to be on top of all 
licensing and tax liaMUties and rcgulaticns. 



Putting It Ail Togsthm^ 

Do the review quaations found on pages 143 and 149-lM in the 
Studwt SupDiemant for ftn iU Burtnaas Mamatwant . Sth adition. Afur 
compiating the ravtcfw quaattons. check your answers with those given 
on pagac 179 and 180 of the Studani Supplamant . 

AOOITIOWAL Review 9 UESTIOW8 

I. In what ways do government regulations and rtquirements restrict 
buslnesa activity? 

a. Federal level 



b. state teve! 
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c. Local 



What It OSHA? Why U it Important to a bualiwM? 



Why art fpovtmiMnt rogulatioAs nacanary for buainasa? 



Should thara ba a local govaranant ragutation concaming business 
IMrUdpatlon in conminlty affalra? 



What ara aona altamatlvaa« baalda uxaUon. for govammenis to 
raiaa OMHiay? 



How art fedaral taxM apant by tha U.S. govarnmant? 



For your boslnon. conplote the foUofwing: 
1. Ust the required licensee or permits. 



SUGGESTED ACTIVITIES 



2. Describe the local zoning law requirements for your location. 



3. List all applicable building codes. 



4. List all the various taxes for which you will be responsible. 
Include Federal. State, and local tax liabilities. 
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SUPPLEMENTARY MATERIALS 
Tax Effects in Business Activities 

BUSINESS ACTIVITY TAXES PAID ON INVENTORIES 

ARE BASED ON THE VALUE OF 
THE INVENTORY. SELECTION OF 
FISCAL YEAR-ENDING TO 
COINCIDE WITH LOW INVENTORY 
LEVELS WILL SAVE TAXES. 
'METHOD OF VALUING INVENTORY 
WILL AFFECT INVENTORY 
AMOUNTS. INVENTORY-REDUC- 
TION PROGRAMS PRIOR TO 
ASSESSMENT DATES ARE 

EFFECTIVE IN REDUCING TAXES. 



ASSET ACQUISITION 



SELECTION OF THE BEST 
DEPRECIATION METHOD TO BE 
USED CAN AFiECT PROFITS. 
EVALUATION OF THE TAX 
BENEFITS OF LEASING COMPARED 
WITH OWNING SHOULD BE 
EXPLORED. CONSIDER THE TAX 
BENEFITS OF USING OR BUYING 
SECONDHAND OR USED 

EQUIPMENT. 



'He 



EMPLOYMENT/WAGES 



PROFIT PLANNING 



CAPITAL GAINS 



CAREFUL EVALUATION OF HOW 
MANY WORKERS ARE REQUIRED 
WILL KEEP EMPLOYER'S CONTRI- 
BUTIONS TO SOCIAL SECURITY 
TAXES AND UNEMPLOYMENT 
TAXES AT A MINIMUM. TAX 
EFFECTS OF WAGE PAYMENT 
PLANS BASED ON STOCK OPTIONS 
• AND DEFERRED PAYMENTS OF 
WAGES SHOULD BE CONSIDERED. 

LEGAL FORM OF BUSINESS CAN 
OFFER TAX ADVANTAGES WHICH 
INCREASE PROFITS. MAXIMIZING 
LEGITIMATE TAX DEDUCTIONS 
SHOULD BE A MAJOR THRUST OF 
FINANCIAL PLANNING. 

TIMING OF TRANSACTIONS SUCH 
AS SALE OF ASSETS AND 
ACQUISITION OF NEW ASSETS OR 
NEW BUSINESSES SHOULD 

CONSIDER THE IMPACT ON 
TAXES. 



ERIC 
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Summary of Deposit Rubs for Withheld 
Income Tax and Social Security Taxes 



DEPOSIT RULE 

IF AT THE END OF A QUARTER 
THE TOTAL UNDEPOSITED TAXES 
ARE LESS THAN $200: 



IF AT THE END OF A QUARTER 
THE TOTAL UNDEPOSITED TAXES 
ARE $200 OR MORE: 

IF AT THE END OF ANY MONTH 
(EXCEPT THE LAST MONTH OF A 
QUARTER) .ja^ULATIVE UNDEPOS- 
ITED TAXES TOR THE QUARTER 
ARE $200 OR MORE, BUT LESS 
THAN $2,000: 



IF AT THE END OF ANY QUARTER- 
MONTHLY PERIOD, CUMULATIVE 
UNDEPOSITED TAXES FOR THE 
QUARTER ARE $2,000 OR MORE: 



DEPOSIT DUE 

NO DEPOSIT REQUIRED. PAY 
BALANCE DIRECTLY TO THE 
INTERNAL REVENUE SERVICE 
WITH YOUR QUARTERLY RE- 
TURN, OR MAKE A DEPOSIT, 
IF YOU PREFER. 

ON OR BEFORE LAST DAY OF 
NEXT MONTH. IF $2,000 OR 
MORE, SEE RULE 4. 

WITHIN 15 DAYS AFTER END 
OF MONTH. (FOR THE 
FIRST 2 MONTHS OF THE 
QUARTER, NO DEPOSIT IS 
REQUIRED IF YOU PREVIOUSLY 
MADE A DEPOSIT FOR A 
QUARTER-MONTHLY PERIOD 
THAT OCCURRED DURING THE 
MONTH UNDER THE $2,000 
RULE IN ITEM 4, BELOWp 

WITHIN 3 BANKING DAYS AFTER 
THE QUARTER-MONTHLY PERIOD 
ENDS. 
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The human resource factor -r^ 19 



Overview 

The success of your company depends, to a great degree, on the 
caliber and capabilities of your employees. This lesson looks at the 
importance and function of personnel management, the preparation of 
job descriptions, as well as the recruitment and selection of personnel. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Describe the function of personnel management. 

2. Prepare job descriptions for positions within a business. 

3. Determine the factors to consider for recruitment and selection of 
personnel . 



Getting Prepared 

Read Chapter 15, pages 221-244, in Small Business Management , 5th 
edition. Be sure that you read the summaries, discussion questions 
and case studies provided in this chapter. Read Chapter 15 in the 
Student Supplement for Small Business Management , 5th edition. 



EKLC 



Summary of the Audio Lesson 

Personnel management has many functions, but basically it is concerned 
with the effective use of the peoples* skills. Thus, recruiting and 
hiring qualified personnel is a major responsibility of the p^sonnel 
manager. Other responsibilities include: (1) classificatim and 
desci'iption of jobs and preparation of wage and salary scales, 
(2) counseling employees, (3) dealing with disciplinary problems, 

(4) negotiating with labor unions, and service union contracts, 

(5) development of safety standards and practices, (6) management of 
benefit programs, (7) evaluation of employee performance, (8) assisting 
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in employee development and advancement, (9; planning of training 
programs, and finally, (10) remaining knowledgeable about developments 
in personnel management. 

One of the areas of responsibility mentioned above is preparing job 
descriptions. A job description is a summary of the important facts 
about a particular job. It includes the employees* duties, the way in 
which the duties will be performed, the range of responsibility, the 
skills required for the job, and why the job is necessary. Having a 
good job description allows you to clarify roles in your company, 
delegate responsibilities, and evaluate the performance of t\i6se duties 
in relation to the company *s functioning. The job description, however, 
is only a description of the job itself and not the individual employee's 
performance. 

Recruiting and selecting qualified personnel is a major area of 
responsibility in personnel management. There are several ways in 
which you can recruit personnel. You can actively seek personnel 
through classified ads, private or public agencies, or through trade 
groups and schools. Many times, however, personnel will come to you 
and inquire about job possibilities. 

The four major steps in selecting personnel are: (1) review of the 
resume and application, (2) employment tests, (3) the personnel 
interview, and (4) reference checking. Some standardization of this 
process should be implemented so that each of your prospecjagi^ 
employees goes through the same process. 

Personnel management affects the functioning of your entire business 
because it is the combination of humv-n resources that makes any 
business really successful. 



Putting It All Together 

r 

SELF-QUIZ 

Do the review questions found on pages 91-92, and 94-98 in the 
Student Supplement for Small Business Management , 5th edition. After 
completing the review questions, check your answers with those given 
on page 178 of the Student Supplemen t. 



1 • 4 
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ADDITIONAL REVIEW QUESTIONS 
What are some ways to build and maintain employee morale? 



What might result from poor personnel meinagement policies? 



What are some alternative methods of collecting information for a 
job description besides using your own employees? 



What intrinsic value is there in asking an employee for input to 
prepare a Job description? 



How could Job descriptions be used to aid employees in developing 
long-range goals? 



Why would an active recruitment procedure be more beneficial to 
an entrepreneur than waiting for walk-ins? 



t c- 
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What basic steps should an employer take before an applicant is 
selected? 



Are employment tests worthwhile for the small businessperson? 



Interview a personnel manager of 
similar to the business you plan 
function is at that business and 
position for your business. 



SUGGESTED ACTIVITIES 

a medium size to large business 
to start. Find out what their 
develop a task analysis of the 



Prepare a job description for yourself within your business (real 
or hypothetical) and at least two other major positions within that 
business. If you are developing a sole proprietorship, project 
future expansion of your company for the other two major 
positions . 



Develop a classified ad for one position within your company , 
(Use the job description developed for Activity #2). 



Develop the criteria you would use for selecting a candidate for 
the above position. 



J- -4. V> 
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lesson 

Selecting, training and motivating 20 

your employee 

Overview 

Personnel management extends into many areas of your business. This 
lesson looks at some of the other areas of personnel management 
including interviewing techniques for selection of employees; developing 
training programs for employees, preparing organizational charts; and 
developing employee policies on fringe benefits, compensation, transfers 
and promotions. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Describe interviewing techniques as part of the selection process. 

2. Define the objective to be achieved by developing a training 
program. 

3. Prepare an organizational chart for a business. 

4. State employee policies on fringe benefits, compensation, transfers 
and promotions. 



Getting Prepared 

Read Chapters 14 and 15, pages 212-244, in Small Business 
Management , 5th edition. Be sure that you read the summaries, 
discussion questions and case studies provided in these chapters. 
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Summary of the Audio Lesson 



Employees often require training to: (1) initially learn their jobs, 

(2) do their jobs more effectively, or (3) advance to other jobs in the 
company. Before you can develop a training program, you must decide 
what the goal of that training will be. You may want to improve your 
employees' performance, to modify their altitudes, or to increase their 
work efficiency. Once you decide why you need a training program, 
the next step is to figure out what the employee needs to learn. Is it 
a certain skill or attitude that must be learned? Does the employee 
need information or direction? The type of training has a great effect 
on achieving your goals. Can you train on-the-job or will you use a 
classroom setting? Will you need a combination of the two? To a 
certain extent, the subject matter will determine both the type of 
training and the method of instruction. Other factors you need to 
consider in developing your training program are: (1) the physical 
facilities you will need, (2) the length of time required for training, 

(3) the likely instructor, (4) the costs of the program, and (5) the 
controls you will use to determine results of the training. 

Organizing is a very Important management function. How your 
business is organized will determine how effectively it functions, A 
helpful tool for organizing a business is called an organizational chart. 
It shows at a glance who is responsible for the major activities of the 
business. It also shows the lines of authority. With a very small 
business, the organizational chart may be simple. The owner-manager 
at the top has all personnel reporting to him/her. Later, as the 
business grows, the organizational chart may become more complex. 

Depending on the nature of your business, your policy for employee 
benefits may include some or all of the following: vacations, holidays, 
group insurance, hospitalization, surgical benefits, unemployment 
compensation, jury duty, savings plan, retirement plan, and 
profit-sharing. Besides benefits, you will need to make policy decision 
on compensation (wage and salary setting). You may want to set an 
hourly wage or pay a set salary to your employees. If you have 
written good job descriptions and prepared a thorough organizational 
chart, you will have an excellent aid in determining policy for employee 
transfers and promotions. 

There are many aspects to consider in organizing your business and 
planning for personnel, but the planning process will help you to have 
a smoothly operated business. 
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Putting it all It Ail Together 

SELF-QUIZ 

Do the review questions found on pages 91, and 94-96 in the Student 
Supplement for Small Business Management . 5th edition. After com- 
pletlng the review questions, check your answers with those given on 
page 178 of the Student Supplement . 

ADDITIONAL REVIEW QUESTIONS 

1. What are some of the most common interviewing techniques used by 
an employer? 



2. What is the importance of establishing rapport with the applicant? 



3. What kinds of information would an interviewer evaluate for a 
position? 



4. What is the role of the interviewer in terms of listening in the 
interview? 



5. Give an example of how biases may affect the interviewing process. 




6. 



What are some alternative methods of training employees without 
using formal instruction? 



7. What is the short-range value of training employees? The long- 
range value? 



8. What is the importance of the following types of training? 
(1) Orientation 



(2) Training For Present Job 



(3) Training for Promotional Opportunity 



9. Before a task is delegated to an employee, what necessary criteria 
should be considered concerning the task and the employee to 
carry out that task? 
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Why might it bt iraportAnt to show « new empbyfrfi the orgftniz« 
tional chart of ydur business? 



What is the difference between a transfer and a promotion? 



What types of wage incentives might motivate an employee on a 
job? 



What are some ways to buiid employee morale on the job? 



SUGGESTED ACTIVITIES 

In a role-pUying interview with a neighbor or friend, conduct an 
interview for an opening in your business. Utilize ^^ne of the )ob 
descriptions you prepared in Lesson 19. 



For your real or hypothetical business, develop an orientation 
training program for all new enployees. How «»ouId you implement 
such training? 



'hi} 



3. Oevtlop «n organiutional chart for your busineat. 



4. Develop a Uat of fringe benefiu for your bualness. 



S. What compenaation poUdea wiU you Initiate for your company? 
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SUPPLEMENTARY MATERIAL 



Below are examples of organizational charts for various types of small 
businesses. 



1, An orqaniaation chart for a small service business will reflect the 
fact that the owner-manager does most of the managing himself/ 
herself. For exunple. an organization chart for a small service 
business might look like this:* 



Shop Manager 



Company President 
(owner*manager) 



Sales Manager 
(owner-manager) 



Office 



As the service business grows, its organization chart could look like this 



I 



Shop Manager 



Company President 
(owner-manager) 



Sales Manager 
(owner-manager) 



Office 



Foreman 



Parts 
Manager 



^ Source: **Bu8ine88 Plan for Small Service Firms" (Washington. D.C.: 
Small Business Administration). Small Business Administration Manage- 
ment Aid. No. 1S3. 



2. An organization chart for a small retail store will reflect the fact 
that the owner-manager does most of the managing work himself/ 
herself. For example, if your store is run by yourself and two 
salespersons, the chart should show what you expect each of them 
to do. It could look like this:* 



Company President 
(owner-manager) 
S.T.A. 




Buys merchandise 
Plans advertising 
Displays merchan* 
(Use 

Sells to customers 
Keeps records 







Salesman's 

Sells to customers 
Displays merchandise 
Keeps merchandise clean 
Takes Inventory S.T.A. 
Unpacks incoming merchandise 
and checks against invoices 



Salesman B 

Sells to customers 
Displays merchandise 
Keeps merchandise clean 
Takes inventory S.T.A. 
Unpacks incooiing merchandise 
and checks against invoices 



A small store exists to serve customers. They want to be served 
promptly and do not like to be ignored even by the stock boy. A 
device to insure that they are recognized is S.T.A. Special Team 
Assignment. When all tiie salespeople are tied up, the available 
employee moves into Special Team Assignment. 

As the business grows, the owner-manager might set up the job of 
Assistant Manager. The organization chart should look like this: 



Company President 
(owner-^manager) 



I 



Salesman A 



Assistant' Manager 



Salesman B 



Salesman C 



* Source: "Business Plan for Retailers" (Washington, D.C. : Small 
Business Administration), Small Business Administration Management 
Aid No. 150. 
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3. In the beginning, the president of the small manufacturing company 
probably does everything.* 



President 



Finances 



Purchases 



Markets 



Assemblies 



Machines 



Shipping 

and 
Receiving 



Tests 
and 
Inspects 



Janitorial 
and 
Maintenance 



As the company grows to perhaps 50 - 100 employees, the organization 
may begin to look something like the chart below. 



President 
and 

General Manager 



I 



Sales 
Manager 



I 



Sales 



1 



Advertising 



Purchasing 



Production 
Manager 






Controller 







Assembly 



n 
J 



Q.C. 



* Source: "Business Plan for Small Manxifacturers** (Washington, D.C.: 
Small Business Administration), Small Business Administration Aid 
No. 218. 
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Who are your customers? 



lesson 

21 



Overview 

Before you can effectively sell your product or service, you need to 
know your market. This lesson focuses on market research techniques 
and activities, motivation research, and the use of market research 
consultants. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Describe market research techniques and activities. 

2. Explain motivation research. 

3. Describe the use of markcst research consultants. 



Getting Prepared 

Read Chapter 17, pages 264-274, in Small Business Management . 5th 
edition. Be sure that you read the summaries and discussion questions 
provided in this chapter. 



Summary of the Audio Lesson 

Marketing research is the systematic gathering, analysis, classification, 
and interpretation of marketing information. As a small businessperson, 
you need to understand and know the possible market areas for your 
product or service or suffer the consequences of not knowing who your 
potential customers are and where they are located. Market research is 
really the search for objective information concerning some business 
problem. 
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Various market research techniques and activities are available for 
investigating market research problems. Some of these include: 
sampling surveys, sequential sampling, testing market acceptance, 
measuring market acceptance and market share, measuring the 
effectiveness of the sales effort and analyzing sales records. 

Market research is quantitative motivation research is qualitative. 
Motivation research seeks information on consumer buying behavior. It 
tries to find out the reasons why people buy and the factors that 
influence them. Both in market research and in motivation research, a 
certain amount of know-how is necessary. Sometimes, it may be 
necessary to use an outside consultant to do effective research. Many 
times the cost of a consultant is very small compared to the benefits 
you may receive from effective market research. 



Do the review questions found on pages 103-104 in the Student Supple- 
ment for Small Business Management 5th edition. After completing the 
review questions, check your answers with those given on page 179 of 



Putting it all It All Together 



SELF-QUIZ 



the Student Supplement . 



1. 



ADDITIONAL REVIEW QUESTIONS 
Describe the two types of survey research techniques. 



2. What are the ways in which you might evaluate the effectiveness of 
a sales effort? 
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3. What kinds of information would you want to research for a 
marketing effort? 



4. List several sources for obtaining market research information. 



SUGGESTED ACTIVITIES 

Do project 17-4, page 106, in the Student Supplement for Small Business 
Management . 5th edition. 
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lesson 

Getting the customer's attention 22 

Overview 

The Importance of advertising cannot be overlooked when planning for 
^T^^ business. This lesson focuses on: (1) the purposes of 
advertising, (2) the preparation of an advertising budget, (3) the 
selection of an advertising medium for a product or service, (4) the 
methods of coordinating advertising wfth other sales promotion 
activities, and (5) the consumer protection laws dealing with 
advertising. 



Objectives 

AfKer reading the textbook assignments and Ustenlng to the audio 
lesson, you should be able to do the things described in the following 
S:i!S?Kfi*i pj»«ck yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective 

fnHifJlH^f ♦S'*^^ material and the Summary of the Aidlo Lesson 
Included in this study guide chapter. 

1. Define tlie purposes of advertising. 

2. Prepare an advertising budget. 

3. Select the advertising medium to be used. 

4. Determine methods of coordinating advertising with other sales 
promotion activities. 

5. Identify consumer protection laws dealing with advertising. 



Getting Prepared 

16. pages 246-263 in Small Business Management . 5th 
edition. Be sure that you read the summaries ana discussion questions 
provided in this chapter. 




Summary of the Audio Lesson 



Advertising acquaints the public with your products or services and the 
prices charged. There are four main steps to follow in creating an 
advertising plan. They are: 

1. Research exploring the features of the product and its 
target consumers. 

2. Strategic planning — determining the desired results from 
advertising , money allocation , advertising media , and an 
overall creative strategy. 

3. Tactical decisions — identifying actual advertising to be 
used. 

4. Advertisement construction — writing copy and preparing 
artwork for ads. 

Going through these steps will help you in the advertising effort. 

In step two, "Strategic Planning," money allocation was mentioned. You 
should prepare an advertising budget to plan for and manage 
advertising costs. There are two methods which can be used in 
assessing money needs for advertising. The first is the "percentage of 
sales method" where a fixed total amount of money is allocated for 
advertising. The second method is the "objective and task** method 
where goals of advertising are determined and money is allocated based 
on those goals. Regardless of which method you use, it is important 
that your advertising be timely. Certain seasons, holidays, and dates 
are important for many businesses, and advertising should complement 
them. 

An important consideration in advertising is selecting the appropriate 
advertising medium. The primary types of media are newspapers, 
magazines, radio, television, direct mail, and others such as billboards 
or the yellow pages. Many times you may find you need a combination 
of media to reach your target audience. The basic question you must 
be able to answer, however, is: "How can I most effectively reach my 
target audience or potential customers?" 

Coordinating your advertising with other sales promotion is very 
important. Promotion involves communication with customers. You must 
first decide what the promotion is to accomplish. It may be to attract 
new customers or to generate interest in a new product. Your 
promotion may create a desired store image or sell special offerings. 
Demonstrations, displays, grand openings, coupons and special sales 
are all examples of promotion. The traditional types of advertising 
should correspond to your promotions so that you maximize your 
advertising impact to your customers. 
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Regardless of what type of advertising you choose for your business, it 
is important for you to know the consumer protection laws at the local, 
state, and federal levels. Depending on your type of business and 
your locale, these may vary. However, the consumer protection laws 
were created to protect the public from unfair advertising practices. 



Putting it all it All Together 

SELF-QUIZ 

Do the review questions found on pages 99-100 in the Student Supplement 
for Small Business Management . 5th edition. After completing the 
review questions, check your answers with those given on page 178 of 
the Student Supplement . 

ADDITIONAL REVIEW QUESTIONS 

1- What is the difference between institutional and promotional 
advertising? Give an example of each. 



2. Who uses industrial advertising? Toward whom is it directed? 



3. How can the amount of money to be spent on advertising be 
determined by the entrepreneur? 
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4. What would be the best method to insure effective advertising? 



5. What considerations should be made in selecting an effective form 
of media for advertising? 



6. What are the advantages and disadvantages of newspaper, 
television, and radio as advertising media? 



7. When is publicity worthwhile? 



8. Why might sales promotion be more difficult in a manufacturing 
business than in a retail business? 



Of what vaiue to the consumer and the business are the following 
regulatory bodies: 

(1) Federal Trade Commission? 



- jlO - 
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ERIC 



(2) 



Food and Drug Administration? 



(3) 



Federal Communications Commission? 



(4) 



Better Business Bureau? 



SUGGESTED ACTIVITIES 



a. For your business, select a new line of products or service 
and decide to whom an advertisement should be aimed. 

bo Analyze the unique selling points of this product or service. 

c. Determine how you would advertise this new product or 
service based on these unique selling points. 



If the usual expense for advertising in your chosen line of 
business were 3% of sales, would you be justified in spending 5% 
during your first year in business? In spending 10%, 20%? Give 
reasons why. 



1 J3 
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Complete two of the following projects : 



a. Design two billboards and tell where you would have them 
placed. (Why at that particular place?) Draw these bill- 
boards on 85a" X 11" unruled white paper. 



b. Make one 10 to 30 second TV commercial. Prepare a written 
script for the commercial. 



c. ''■.'epare two 10 to 30 second radio conmercials. Prepare 
««ritten scripts for each. 



d. Select a packaged product and explain the packaging and 
design of the product's container. Make drawings if 
necessary. 



e. Design any other form of possible promotion activities for tltis 
new product. J?romotion activities may include: in-store 
display, newspaper coupons, direct mail advertising, etc. 



f. Design a maga^e advertisement. Draw it on a poster 
board. Yovtr miagazlne advertisement may be rated as follows: 
headline - Spts., copy - 5 pts., product illustration - 
5 pts., signature block - 5 pts. (where to buy, manufactured 
by). 

Do a pencil sketch of this maga^^Ine advertisement first. Use 
only one or two colors for yotir headline and copy . Any 
number of colors may be us<»d for the rest of the afff^ 



DIRECTIONS : 
Acrosa 

1. combination of methods used by a retailer to communicate 
with consumers. 

3. accumulated and then traded for merchandise or for 
reductions on groceries. 

4. certificate which entitles a person to buy particular 
offering at a reduced price. 

10. free trial products. 
Down 

1. involves communication from a retailer to consumer. 

2. a product or service is given free or at a greatly reduced 
price with the purchase of another designated offering. 

5. an arrangement of merchandise and information for 
shoppers' vie«ving. 

6. a special arrangment set up beside complete stock of the 
item. 

7. selling of Goods st a lower or reduced price for a period 
of time. 

8. a competitive act for increasing sales. 

9. special events for demonstrating merchandise. 

11. to explain the use of a product or service. 

12. free promotion. 

13. some stores' very elaborate and expensive supportive 
promotions. 
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Find additional information on any one of the following: 
(a) Federal Trade Commission 



(b) Food and Drug Administration 



(c) Better Business Bureau 



In addition to the above, find at least one current news article 
concerning the interaction of government regulation and business in 
regards to adverting. 
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Pricing the product or service 



lesson 

23 



Overview 

When deciding on how to price your product, there are many things 
you should consider. This lesson looks at: (1) the identification of 
factors that influence pricing policies, (2) the methods of pricing 
goods, and (3) the pricing procedures used by retailers. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Simimary of the Audio Lesson 
included in this study guide chapter. 

1. Identify the factors that influence the pricing policies of an 
entrepreneur. 

2. List the methods used to determine the price of goods. 

3. Describe the pricing procedures used by retailers. 



Getting Prepared 

Review Chapter 16, pages 246-263, in Small Business Management , 5th 
edition. Be sure that you reread tEe summaries and discussion 
questions provided in this chapter. 



Summary of the Audio Lesson 

The pricing of goods and services usually includes the cost of the 
goods or services, expenses and a profit margin. Your business adds 
value to a product or service because you are providing the customer 
with a convenience or service they would not be able to get on their 
own. Thus, pricing should incorporate a way in which to maxtoize 
profits. Factors that influence pricing include: the company policy, 
the nature of the product or service, the economic and business 
conditions, the market strategy, the competition, and the methods of 
distribution. 



EKLC 
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To determine the price of your goods, you may decide to use any one 
of the several methods. "Full cost pricing" is a method whereby you 
set prices to cover the cost of goods sold, all expenses, and a profit 
percentage that is already determined. In "gross margin pricing," 
which is used widely by wholesalers and retailers, a certain markup is 
added to the wholesale cost. Another method is called "going-rate 
price," because the product price is set according to the manufacturers 
suggested retail price. And finally, you may select "marginal-cost 
pricing" where the relationship of volume, cost and profit is considered 
along with the fixed and variable costs; then, the price is adjusted 
according to market demand or strategy. 

In establishing retail prices, markups and markdqwns are important key 
elements. The most common pricing policies used by retailers are 
geared towards the psychological attitudes of consumers. For example, 
retailers use odd pricing such as $2.99 rather than $3.00 to suggest to 
customers that the item costs less. Other methods used by retailers 
include pricing at market level or below market level and pricing of a 
private brand. "Markups" include the necessary amount to cover 
operating expenses plus a profit, and "markdowns" are any reduction in 
retail price which is permanent or temporary. Knowing how to balance 
markups and markdowns while maintaining a profit margin is basic to 
good pricing policies and strategies in retailing. It is important to stay 
in touch with your market and its needs in order to be on top of 
pricing in retailing. 



Putting it all It All Together 

SELF-QUIZ 

None. 

ADDITIONAL REVIEW QUESTIONS 

1. How can an entrepreneur, ift addition to price changes, influence 
an expansion of the market for the goods or services he/she 
offers? 



2. Give an ' example of a product or service and explain how the 
nature of this product influences its selling price. 




Determine the current economic condition and explain how prices 
are being influenced at the wholesale and retail levels. 



Why is it necessary for a retailer to maintain pricing policies? 



How should high fashion goods be priced? 



What psychological effect can prices have on customers? 



How can discount stores price below the going market? 



Using the marginal cost method , how would a retailer justify 
selling a product at cost price? 



When should markdowns be taken? 



SUGGESTED ACTIVITIES 



List ten (10) products or services for which the demand is 
inelastic. Explain why for each item listed. 



Determine the pricing policy you will implement in your business. 
Justify this method and give examples. 



For your choice of entrepreneurship , how will you determine the 
most profitable prices? 



List and describe seven pricing methods, 
(a) ^ 



(b) 



(c) 
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(d) 



(e) 



(f) 



(g) 



5. Markdown£. should be taken on: 

(u) 



<b) 



1 
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6. Compute the retail price for the merchandise items listed below. 
Use the markup percent given. 

(a) COST = $ 4.95; Markup % = 66% on Cost RETAIL = 

(b) COST = $ 19.75; Markup % = 75% on Cost RETAIL = 

(c) COST = $ 39.50; Markup % = 38% on Retail RETAIL = 

(d) COST = $150.00; Markup % = 44% on Retail RETAIL = 



7. INSTRUCTIONS: 



In the "Given" column below, fill in any blanks. 
Then calculate the percent of markup on both 
RETAIL and COST , and write those answers in 
the correct areas. Round all percents to the 
NEAREST WHOLE PERCENT. 



GIVEN 

RETAIL = COST + MARKUP 

(a) $1.00 $ .80 $ 

(b) 3.75 .95 

(c) 4.50 



(d) 



2.75 
4.60 



1.30 



PERCENT OF MARKUP 



ON COST 



ON RETAIL 
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Cash or credit? 



lesson 

24 



Overview 

In the previous chapter, the pricing procedures used by retailers were 
discussed. This lesson will focus on the pricing procedures used by 
manufacturers, the categories of retail credit, services provided by a 
credit bureau, the decision factors involved in retail credit, and the 
meaning of trade credit. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Describe a pricing procedure used by manufacturers. 

2. Describe the categories of retail credit, the services provided by a 
credit bureau, and the factors that influence the retailer's decision 
to offer credit. 

3. Define trade credit. 



Getting Prepared 

Read Chapter 18, pages 275-302, in Small Business Management . 5th 
edition. Be sure that you read the summaries, discussion questions 
and case studies provided in this chapter. 



In manufacturing, it is necessary 
price is for your product. The 
enough to cover cost and to make 
enough to attract customers and 
elements of your price are: 



Summary of the Audio Lesson 

to determine what the best selling 
best selling price should be high 
a profit; but it should also be low 
to build sales volimie. The four 
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(1) direct costs — costs of material and direct labor 

(2) manufacturing overhead building repairs and depreciation 
of machinery 

(3) nonmanufacturing overhead " selling and administrative 
costs 

(4) profit 

The direct costing approach allows you to set the best price for your 
product based on the above four known costs. Sometimes, however, 
this approach runs into complications because of shortages of manpower 
and equipment, or the unavailability of raw materials. So you must 
adjust your direct costing according to your variables at the time. 

Once you decide on a pricing policy, a big decision is whether to 
extend credit or not. Consumer credit is a type of credit granted to 
retail customers for personal or family use. Consumer credit is divided 
into two categories: purchase credit and loan credit. Purchase credit 
is used when a retailer allows a customer to have a charge account 
which delays cash payment according to the terms of the account. Loan 
credit is not extended by retailers, but is usually a way for the 
customer to pay all retail creditors through a financial institution with 
one total debt rather than many. 

The credit bureau collects pertinent credit data on consumers in a 
certain trading area. Businesses who need this service belong to the 
credit bureau and, in turn, give their credit information about 
customers to the bureau. In many areas of retailing, extending credit 
is a "must," so the information provided by the credit bureau may be 
invaluable in helping the retailer decide whether or not to extend 
credit. The decision to extend credit is also determined by the 
retailer's preferences, what the competition is doing and the profit 
margin. 

Another type of credit is trade credit. Trade credit is extended by 
one business to another to help the sale of production or commercial 
goods. Usually the account is paid within thirty (30) days of the 
invoice date . However , discounts called "trade credit terms" are 
offered as an incentive to repay earlier. 

Remember, regardless of what type of credit you decide to offer in 
your business, you will need more capital on hand to make up for the 
delay (or possible loss) of payment on credit. 



Putting It All Together 



SELF-QUIZ 

Do the review questions on pages 107-108 in the Student Supplement 
for Small Business Management . 5th edition. After completing tHe 
review questions, check your answers with those given on page 179 of 
the Student Supplement . 

ADDITIONAL REVIEW QUESTIONS 

1. How do marketing costs affect the pricing policies of manufac- 
turers? 



2. What is nonmanufacturing overhead? Give examples. 



3. What are advantages and disadvantages of offering credit to 
customers? 

CREDIT TO CUSTOMERS 
ADVANTAGES DISADVANTAGES 



4. What services do credit bureaus provide for businesses? 



5. Describe the Truth In Lending law. who benefits from this law? 



Which do you think is easier to obtain, trade credit or retail 
credit? Why? 



Why do you think discounts are used to encourage a business to 
pay a bill within thirty (30) days? 



Do you think most businesses adhere to a strict trade credit 
policy? Why might this policy be flexible? 



SUGGESTED ACTIVITIES 

List six factors that can complicate the setting of a price for a 
jasnufacturer. 

(a) 



(b) 
(c) 
(d) 
(e) 
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({) 



List and define the four elements that make up a manufacturer's 
pricing structure. 



Go to a local retail store and obtain a credit application. Actually 
apply for credit at that particular store to discover either how 
difficult or how easy it is to obtain consumer credit. Notice the 
questions that you are being asked . Why are such questions 
asked? Did you feel the application was too personal? Why do 
you think your application was approved (or disapproved)? 



List and define various trade credit terms offered by businesses. 



Define : 

(a) Extra Dating 



(b) Seasonal Dating 



lis 
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The heartbeat of the business 



lesson 

25 



Overview 

Managing your business effectively means having good financial records. 
This lesson focuses on the importance of a good accounting system for 
your business, the basic accounting components, and the development 
of a cash budget. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Determine the importance of a good accounting system. 

2. Understand the basic accounting components for starting a 
business. 

3. Develop a cash budget. 



Getting Prepared 

Read Chapter 20, pages 318-334, in Small Business Management . 5th 
edition. Be sure that you read the summaries and discussion questions 
provided in this chapter. 



Summary of the Audio Lesson 

The importance of keeping good accounting records cannot be over- 
stated. An effective accounting system is essential to the efficient 
management of business affairs. An accounting system provides 
valuable information for decision-making relative to: (1) the financial 
position of the business, (2) the profitability of the business, (3) the 
preparation of tax returns, and (4) effective planning and control. In 
the accounting system, all business transactions are identified and 
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recorded. An effective accounting system will provide information fbout 
external accounting requirements such as customers and employees, ae 
well as information about internal accounting requirements for dscision- 
malcing. 

The types of accounting records needed witen starting a business 
include: cash receipts, cash disbursements, sales, purchases, payroll, 
equipment inventory, accounts receivable and accounts pryable. 
Usual'iy, it is advisable for a professional to prepare these statements 
since tliey should be done according to accepted accounting theory and 
practice. 

A management tool that is very effective in determining financial needs 
is a cash budget. A cash budget allows you to see the dollar amount 
of your incurred expenses matcned with a projected cash budget. To 
establish a cash budget, estimate your fixed and flexible expenses for 
each month of the year and then determine your stai't-up jxpenses. 
Based on this figure and your projected sales, you should be able to 
estimate your cash requirements for each month. A cash budget will 
help you determine those times of the year when you will need more 
cash. . In addition to good accounting records, a cash budget is an 
asset to the entrepreneur because it is really a plan expressed in 
financial terms about the functioning of the business. 



Putting It All Together 

SELF-QUIZ 

Do the review questions found on pages 119-120 in the Student Supple* 
ment for ^SiBftll- Business Management . 5th edition. After completing the 
review quesitions, cnecK your answers with those given on page 179 of 
the Student Supplement . 

ADDITIONAL REVIEW QUESTIONS 

1. As a business owner, what accounting information would you ne^d 
to make decisions affecting your business? 
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Of the basic types of accounting records needed in a business, 
which records should be maintained daily, weekly, monthly, etc? 
Why? 



Ciive an example of a transaction that should be recorded in a 
general journal, why is it important to record this information in 
the general journal? Why should you not record it directly in the 
general ledger? 



Why is it important to be aware of the twx considerations of a 
business? Should you just let your accountant worry about it? 
What happens if you keep your own records? 



Why is it so important that a small business develop and maintain a 
cash bi^dget? 



SUGGESTED ACTIVITIES 

Talk to five small business owners and ask them whv their 
Accounting records are so important. 



151 
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visit a small business and find out what special accounting 
information is used by its customers, creditors, banks, employees 
and government. 



Choose your favorite small business and determine what accounting 
information would be needed to make a decision on renting or 
purchasing equipment. 



For each of the basic accounting records, prepare an actual record 
and list the type of information that would be included in each. 



Although you would need to take an accounting principles course 
to learn the basic rules for double-entry accounting, list the types 
of resources you can consult to help you understand this 
information. 



Develop a list of the advantages and the disadvantages of having a 
cash budget. 



Visit local small businesses and ask the owners what types of 
expenses they incur. Ask the owners where they generate cash 
requirements in addition to sales. 
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Analyzing statemsnts 



lesson 

26 



Overview 

Once you have an accurate and thorough accounting system, you can 
use that information to prepare financial statements. This lesson looks 
at the Importance of an Income statement, the Importance of a balance 
sheet, and the analysis of financial statements. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chapter, 

1. Understand the importance of an income statement, 

2. Understand the importance of a balance sheet, 

3. Understand the analysis of financial statements. 



Getting Prepared 

Review Chapter 20, pages 318-334, in Small Business Management . 5th 
edition. Be sure that you reread the summaries and discussion 
questions provided in this chapter. 



Summary of the Audio Lesson 

One important type of financial statement is the income statement. An 
incom3 statement reflects the operation of a business by showing thjL 
income or loss of income for a period of time, ur,ually one year. 
income statement usually includes the net sales of the business, the 
cost of goods sold, the gross profit, the operating expenses, and the 
net income. The income statement is c useful tool because it can reveal 
items that need attention; and if compared to previous statements, it 
can indicate trends. 
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Another type of financial statement is the balance sheet, A balance 
sheet reflects the financial position of a business for a particular date. 
It shows the assets (owned by the business), the liabilities (owed by 
the business), and the owner's equity (the owner's claim against the 
assets or the owner's net worth), A balance sheet is a useful tool 
because it enables the entrepreneur at any given time to get a snapshot 
view of the businesses financial condition. 

Financial statements are based on accurate accounting records such as 
the income statement and the balance sheet so it is very important for 
those records to be correct. If you keep accurate records, your 
financial statement can function as a true indicator of the financial 
health of your business. 



Putting It All Together 

SELF-QUIZ 

None. 

ADDITIONAL REVIEW QUESTIONS 
1, What basic information is included on an income statement? 



2, How can you benefit by comparing your income statement figures 
with prior years or with the income statements of other firms in 
your type of business? What specific areas would you look at 
first? Can this information help you make any decisions in the 
future? 




A balance sheet contains three major categories. Name them and 
explain what they are. Give examples of each. 



What does it mean when a balance sheet is referred to as a 
^•snapshot of the business"? What value does this statement have 
for the business?*' 



Besides the owner of the business, who may be interested in the 
balance sheet? What influence does the income statement have on a 
balance sheet? Which should be prepared first? 



Go to at least three small businesses in your neighborhood and ask 
the owner-manager(s) how important an income statement is to 
them. 



Assume that you bought a used bicycle for $40 and you decided to 
fix it up to sell. You spent a total of $10 for repair expenses and 
$2 for an ad in a local newsfpaper. You sold the bicycle for $75, 
How much money did you make? From the preceding information, 
show similarities between this information and an actual incoifte 
statement of a small business. 



SUGGESTED ACTIVITIES 




3. From the following information, prepare an income statement for 
the period ending December 31st: Sales, $100,000; Beginning 
Inventory, $25,000; Purchases, $65,000; Ending Inventory, 
$35,000; Depreciation — Office Equipment, $1,000; Salary Expense, 
$10,000; Advertising Expense, $2,000; Rent Expense, $1,500; 
Miscellaneous Expenses, $3,000. 



4, Go to a library and find three balance sheets from three different 
types of businesses. List the similarities and the differences. 



5, Assume that you want to find out your personal net worth. List 
all the items you own (e.g., car, I: rcle, radio, clothes, etc.) 
and list all the items on which you ov*., money (e.g., amount owed 
on car or bicycle, money you borrowed from a friend, etc.) From 
this information can you determine your net worth? Show 
similarities between this information and a balance sheet from a 
small business. 



/ 

6. Fr'om the following information, prepare a balance sheet as of 
December 31st: Cash, $5,000; Accounts Receivable, $2,000; 
Merchandise Inventory, $5,000; Equipment, $15,000; Accounts 
Payable, $3,000; Notes Payable, $2,000; Mortgage Payabl^, 
$10,000; Owner's Equity, $12,000. 
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Protecting your venture 



lesson 

27 



Overview 

Owning and operating a business Involves risk taking and possible loss. 
^Thls lesson focuses on the measures you can take to minimize that risk, 
including: (1) the major types of Insurance for a small business, 
(2) the outcomes of having an effective insurance plan, (3) how to 
evaluate an Insurance company for your business, (4) how to evaluate 
an insurance agent for your business, and (5) the importance of an 
effective security system. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
Included in this study guide chapter. 

1. Identify the major types of insurance for a small business. 

2. Determine the outcomes of having an effective insurance plan. 

3. Determine what to look for in evaluating an insurance company. 

4. Determine what to look for in evaluating an Insurance agent. 

5. Understand the Importance of an effective security system. 



Getting Prepared 

Read Chapter 22, pages 352-362, in Small Business Management . Stii 
edition. Be sure that you read the summaries and discussion questions 
provided in this chapter. 
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Summary of the Audio Lesson 



No matter what type of small business you are in, you should have 
insurance protection. The major types of insurance for a small 
business are: fire insurance, liability insurance, workmen's 
compensation, fidelity bonds, business interruplioii insurance, crime 
insurance, business life insurance, and automobile insurance. Before 
you become insured in any of these areas, you should first determine 
the extent to which your business needs protection by identifying your 
business risks. An effective insurance program should provide 
protection against losses, provide such things as ease of obtaining 
credit, and free money for investments by building present and future 
security of the business. 

When evaluating an insurance company for your business, the first 
thing you should do is re\iew the financial stability of the company. 
The company's field of specialization and its flexibility to adapt policies 
to your business needs are also important considerations. Other areas 
you should investigate are the company's coverage costs and its claim 
services. If you do incur a loss, you will want an insurance company 
that can respond swiftly to your needs. 

Choosing an insurance agent is also an important factor when buying 
insurance. A good insurance agent should have thorough knowledge of 
all facets of insurance. One way to identify an agent's degree of 
knowledge is to determine if the agent is designated as a Chartered Life 
Underwriter (CLU) or Chartered Property and Casualty Underwriter 
(CPCU)» In addition, an agent should have good contacts among many 
insurers and should provide extra quality services to your business. 

In addition to purchasing insurance, there are many things you can do 
to protect your business from loss. Since employee thefts account for 
about two-thirds of the total theft in retail businesses, you can 
minimize (but not eliminate) the risk by carefully screening applicants, 
setting an atmosphere of honesty, and removing temptations to steal. 
You can protect your business by being aware of theft hazards and 
using prevention remedies for pricing procedures , refunding 
procedures, and cash handling. Shoplifting is a big problem for 
retailers and preventive measures such as keeping tight checks and 
controls on washrooms and fitting rooms can help minimize the risk. An 
effective security system should always include protection from 
burglary. An alarm system, suitable locks, secure safes, and adequate 
indoor and outdoor lighting are all preventive methods. 

Many entrepreneurs do not realize the importance of protecting their 
business until after it is too late. Be sure you plan for the protection 
of your business so that you do not risk your hard work and effort. 
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Putting It All Together 



SELF-QUIZ 

Do the review questions found on pages 131-132 in the Student Supple- 
ment for Small Business Management . 5th edition. After completing the 
review questions, check your answers with those given on page 179 of 
the Student Supplement . 

ADDITIONAL REVIEW QUESTIONS 
1. What are the purposes of the following types of insurance policies? 
a. Fire 



b. Liability 



c. Workman's Compensation 



d. Fidelity Bonds 



e. Business Interruption Insurance 



f. Crime Insurance 



g. Business Life Insurance 



h. Automobile 
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what are the advantages and disadvantagiis of having 
preceding types of insurance? 

FIRE 

ADVANTAGES DISADVANTAGES 



LIABILITY 

ADV ANTAGES DISADVANTAGES 



WORKMAN'S COMPENSATION 
ADVANTAGES DISADVANTAGES 



FIDELITY BONDS 
ADVANTAGES DISADVANTAGES 
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ICO 



BUSINESS INTERRUPTION INSURANCE 
A DVANTAGES DISADVANTAGES 



CRIME INSURANCE 
ADVANTAGES DISADVANTAGES 



BUSINESS LIFE INSURANCE 
ADVANTAGES DISADVANTAGES 



AUTOMOBILE 

ADVANTAGES DISADVANTAGES 
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Of the eight previous types of insurance, which one is the most 
important? Why? Which one is the least important? Why? 



Is it necessary for a small business to insure that all possible 
losses will be covered? Why? What alternatives should be 
considered? 



What should a small businessperson consider as the most important 
factor when purchasing insurance? 



Why is it so important for a small business owner to research 
various insurance companies before purchasing insurance? How 
can the owner secure the necessary information to evaluate the 
insurance companies? 



An important factor in the success of a small business is an 
effective insurance plan. What assistance can an insurance 
company provide in dfijveloping a plan? Should the small business 
owner see input from other companies regarding the insurance 
plan? 



Why is it important to evaluate prospective insurance aaents? 
What v^lue does it serve? Who benefits from this evc:luation? 
Why? 
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Shoplifting Is a common probie.i among bmall businesses. Name 
and discuss five ways to reduce shoplifting. 



(1) 
(2) 
(3) 
(4) 
(5) 

Why is prevention so important in reducing losses from: 

(1) Employee Theft? 

(2) Shoplifting? 

(3) Burglary? 

(4) Robbery? 

SUGGESTED ACTIVITIES 

Choose one or two of the types of insurance you have listed and 
write to an insurance company for information on those types of 
insurance policies. 

Visit a local small business and find out what types of insurance 
policies the owner has. Determine if the policies are different 
from your list. If there are some differences, try to list the 
reasons why the particular type of business may have a different 
policy . 
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Contact three local businesses and ask the owners what insurance 
company provides t?:eir coverage and vhy they chose the 
particular ccxnpany. 



List the possible benefits or values which an insurance company 
can provide a small business. 



List as many services as possible which an insurance agent can 
provide a small business owner. 



Visit three local small businesses and identify by observation the 
ways the small businesses are preventing loss through a security 
system. 
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lesson 

Inventory and supplies 28 

Overview 

An important consideration in operating a business is the purchasing 
and '^nagement of supplies. This lesson focuses on: (1) types of 
supply sources, (2) company policies and procedures for buying 
suppMes, (3) factors thet influence buying decii^ions, (4) methods of 
inventory control, and (5) the development of a merchandising plan. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things descrioed in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
include?^' in this study guide chapter. 

1. Identify the types of suppiy sources. 

2. Duvelop company policies and procedures ^ir buying supplies. 

3. Detennine the factors thr^t influence buying decisions. 

4. Describe the methods of inventory. 

5. De'iermine a plan for maintaining complete stock assortments. 



Getting Prepared 

Read Chapter li. pages 363-410, ir Small Business M magement , 5th 
fcclition. Be sure that you raad the si mmaries , discussion questions 
and case studies provided in this chapter. 
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Summary of the Audio Lesson 



There are three main sources of goods or supplies for the small busi- 
nessperson. The first is the manufacturer from whom you can buy the 
goods directly. The second source of supplies is the "middleman." 
One kind of a "middleman" is an agent who negotiates purchases 
between the manufacturer and the small business owner but does not 
take title to the goods. Another type of "middleman" is the "merchant 
middleman" who acts as a wholesaler, buying from manufacturers and 
reselling to retailers, A middleman is advantageous if you need a 
variety of goods and would otherwise have to deal with numerous manu- 
facturers, A third type of supply source is a buying office to whom 
your business would pay a fee for their buying services. 

Before purchasing supplies for your business , it is advisable to 
establish a buying policy. Setting a buying policy eliminates inconsis- 
tencies in purchasing and maintains a good market reputation for the 
business. Usually buying policies deal with business image, qualities 
and values of products or services, complete assortments, 
merchandising by classification and price ranges, investments, purchase 
discounts, markdowns, and competition. 

When buying supplies, you should be able to understand and negotiate 
various prices and terms offered by suppliers. If more than one source 
offers a product, the way to determine tb' best buy would be to 
compare offers from each supplier. Other i.actors to consider when 
buying supplies are: (1) the discounts you may receive, (2) the 
method of dating, and (3) the transportation arrangements for the 
supplies, "Discounts" mean a reduction in price and may be based on 
the time of repayment, the list price of the items, or the quantity of 
items bought, "Dating" is the amount of time the buyer is given to pay 
the bill and may be based on the invoice date or the date of receipt of 
goods, "Transportation considerations" include the method of shipment, 
the payment for shipment, and the ownership during shipment. In 
addition to these factors, the reputation of the supplier can be an 
important overall decision factor. 

Once you purchase your stock, it is critical to maintain effective control 
over it. Inventory control involves: (1) what you have on hand, 
(2) what you have on order, (S) what you have sold, and (4) what you 
need to order. Inventory control records provide a way to list your 
supplies. Before you set up an inventory control system, you need to 
put these control records into a model stock list, A "model stock list" 
reflects th2 "model" qu.intity of any item to maintain in an "in stock" 
position for a period of time. With your model stock list in place, an 
inventory control system can be achieved by either counting stock or 
counting srles. If you prefer to count stock, you can use the "rotated 
method" in which control cards are used to record inventory. 
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If you count sales, the "perpetual method" may be used. In this 
method, stocks are calculated from the store's recorded sales. The 
"perpetual method" necessitates keeping track of sales as they occur on 
an item basis. Your choice of methods will depend on your type of 
business and on your inventory needs and requirements. 

To maintain and control your stock, it is necessary to develop a 
merchandising plan. This plan does not have to be elaborate, but it is 
important in such areas as overbuying. Since merchandising involves 
purchasing in advance and must be based on some estimate, a well 
researched plan can be invaluable. Generally, a merchandising plan 
covers such areas as figures on stocks , sales , markups from the 
previous year, figures from the previous month, economic conditions, 
market conditions and changes in styles, delivery time, competition and 
seasonal needs. 

Understanding the impact of purchasing and inventory control on the 
management on your business is a valuable asset to your business' 
functioning. 



Putting It All Together 

SELF-QUIZ 

Do the review questions found on pages 137-138 in the Student Supple- 
ment for Small Business Management , 5th edition. After completing the 
review questions, check your answers with those given on page 179 of 
the Student Supplement , 

ADDITIONAL REVIEW QUESTIONS 

1, What advantages might the entrepreneur experience when buying 
directly from the manufacturer? 



2, What services are provided by a buying office? Would it be 
advantageous for a sniall business to secure the services of a 
buying office? 
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what is the relationship between sound company policies and 
company goals? 



How do policies and procedures protect the: 
(a) Buyer? 



(b) Entrepreneur? 



Discuss the following statement: "Generally, it is more important 
to buy the right goods from the right resource than to save a few 
pennies . 



What is the objective of inventory control? 



Define : 

(a) Model Stock List 
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(b) Perpetual Stock Control 



(c) Open to Buy 



8. What is the difference between basic stock and model jtock? 



9. Why is merchandise planning necessary Vv:t>v ^^e it? objectives? 



10. How can one estimate the expected s ior . particular perio .r' 



13. Is it better to have a high turnover or low turnover ox 
product? 
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SUGa ESTED ACTIVITIES 

Contact a buying office that might poR^ibly supply your type of 
business- Make a list of all services thsv office would supply you. 
Include the cost of such services. Df-t^^rmine if such a service 
would be feasible for your business. " , 



Answer the following questions reoardirg discounts and dating: 

(a) Amount of invoice - $700.00, Date of inv::<vr; - October 16, 
Terms 3/10, 

By what date would the invoice nti^d u } e paid to eairn the 

discount? , Ho^^ niy^zh wc^uld be paid 

if the discount were taken? ^ \ When 

is the net amount of the invoice due? " ' ^ 



(b) Amount of invoice - $680.40, Date invoice - January 11, 
Terms - 2/5, n/45, X 30, 

If anticipation is taken at how much would be due on the 

invoice if paid on January ir; ^, If 

the invoice were paid on )»?nuary 16, how much would the 
payment be? , 

Compare the following offers: 

(a) Product: Tennis shoe^^ Need: 12 doaen in full range 
of sizes and assorted cclor.^. 

Supplier A-Cost per dozen - $21,60 Terms 8/10, n/60t 

supplier B-Cost per dozen - >22,80 Terms 8/10, 
n/60, 2% extra on all 

Supplier C-Cost per Ur-en - $22,10 Terms 8/10, n/60, 

1% extra on full cost of any orders over 9 dozen. 

Which supplier has the lowest overall cost? __• 

7 

Which supplier would have the lowest, cost on an order "of 24 
dozen? . 
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(b) Product: Screwdriver sets, 1/2 inch drive, 18 piece 

Vendor A-Cost per set $17.00 Terms - 2/10, n/30, X 30 

Vendor B-Cost per set $16.50 Terms - 2/10, n/60 

Vendor C-Cost per set $16.90 Terms - 2/10, n/45, MOM 
(Invoice dale would be June 18) 



Which supplier has the lowest price? . 

If you wish to delay payment as long as possible, which 
supplier should be used? 



If Vendor A offered a 2% promotional and Vendor C offered a 
1% promotional, would this change the vendor with the lowest 
price? 

If you were presently stocking tools from Vendor A, why would 
you consider buying from either Vendor B or C? 



Answer the following questions regarding transportation terms: 

(a) Pat's Camping Supplies ordered 50 tents from the Joe's Tent 
Company. The terms of the sales were as follows: Amount of 
invoice - $2,716.00. Date of invoice - February 20. Terms - 
2/20, n/90. Freight - $136.30, F.O.B. - Origin Freight 
Allowed . 



Who is to pay the freight costs on this order? 



When does Pat's Camping Supplies take title to the tents? 



What is the amount of payment of this invoice if paid 
March 15? 



What is the net amount of this invoice? . When is 

it due? . 
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(b) Pat's Men's Store placed an order with Smith's Coat Company 
for 150 golf jackets. The terms of the order were as follows: 
Amount of invoice - $1,350.00. Date of Invoice - March 20. 
Terms - 6/10, n/30, Freight - $24.60. F.O.B. - Destination 
- Charges Reversed. 

Who is to pay the freight costs of this order? 



When does Pat's Men's Store take title to the jackets? 



What is the amount of payment of this invoice if paid March 26? 



What is the amount of payment on this invoice if paid April 20? 



Set up an inventory control system for the business you are about 
to open. Summarize the main points of your control system. 



You are the merchandise manager in a small department store. 
One of your department managers comes to you with a request to 
re-order some merchandise that has been selling well. Following 
each of the steps below, write a brief explanation of how that item 
will affect your decision to place a re-order. 

Interview a merchandise manager or buyer to help determine how 
each of the following will affect your decision to place a re-order. 

1. Delivery Period: 



2. Re-order Period: 



3. Normal Sales Expectancy During the Above 2 Periods: 



4. Safety Factor Desired: 
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stock on Hand: 



Merchandise on Order: 



Vendor's Minimum Shipping Quantity 



Other Items to be Considered: 
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lesson 

Time — Our limited resource 29 



Overview 

Making the best use of time is very important for the small business- 
person. This lesson looks at the importance of managing time, 
time-saving methods, and time-saving actions. 



Objectives 

After reading the study guide assignment and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the study guide material and the Summary of the Audio Lesson 
included in this study guide chapter. 

1. Describe the importance of managing time. 

2. List some time-saving methods. 

3. Identify some time-saving actions. 



Getting Prepared 

Read the Supplementary Material for this lesson, found in this study 
guide. 



Summary of the Audio Lesson 

utilizing f -.8 effectively is a major consideration for you as a small 
businesspf n^on because of the wide range of functions you must 
accomphsh. The best way to organize time is to organize yourself. 
Identifyin.7 ' ' ur activiites is the first step. Next you should develop a 
plan for : duling your time based on your company's objectives and 
immediate pi.or^ties. Your planning should also include the determina- 
tion of which things have to be accomphshed on a daily, weekly, and 
monthly basis. Delegating can be an excellent way for you to cut down 
on activities that take up your time and can be done by others just as 
effectively. 
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Methods of time-saving include: 

1. Job simplification a look at your company's operations and 
procedures to see if they Cc:n be arranged or combined 
differently to maximize time. 

2. Expanding your attention — an attempt to make all your 
various projects place an even demand on your time. 

3. Selective reading. 

Time-saving actions such as rationing the time you spend with visitors 
and customers, and listening actively can also provide an example to 
your employees. 

Time is not a flexible commodity -- you cannot get back the time that is 
gone. Managing your time will allow you to get the most out of it. 



Putting It Al! Together 

SELF-QUIZ 

None. 

ADDITIONAL REVIEW QUESTIO NS 

1. What .•: the importance of managing time for the small business- 
person? 



When do you think it is advisable to delegate? 



How would you decide to whom you should delegate? 
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What is the purpose of job simplification? 



What suggestions would you have for an entrepreneur who says 
he/she has i :o time for reading? 



How can you avoid constant interruptions from visitors and 
employees? 



SUGGESTED ACTIVITIES 

Visit a small busin^issperson and ask them how they manaae tlieir 
tmie. ^ 



If the person you visited is a manufacturer, visit an entrepreneur 
m retailing or a service business and compare their time-saving 
methods and job demands. 
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SUPPLEMENTORY MATERIAL 
Managing Your Time 

Since the owner/operator of a small business has many jobs to perform, 
managing time effectively is a very important issue. Time is not a 
flexible commodity. There are twenty-four hours in the day and that is 
all. Being selective about what you put in those hours will help you 
make the best possible use of your time. 

The best way to utilize your time is tc '>^gani2e it first. A pocket 
calendar, the kind that has a page a day, is a useful tool because it 
allows you to see the events, meetings and activities planned for a 
given day. Once you have an idea of your present schedule, the next 
step is to develop a plan to meet the goals you have set up for your 
company. Your plan should serve as a guide to what needs to be done 
on a daily, weekly and monthly basis to reach your goals. Your 
objectives will give you a clue as to where certain emphasis is needed 
and wnat things could be eliminated or delegated. This means that you 
must establish priorities. As a rule, you should try to eliminate 
anything that does not contribute to your objectives. 

If there are low priority activities that must be done, or could more 
appropriately be done by others, you should delegate them. Learning 
how to delegate is an important management skill. You may choose to 
delegate certain activities, business errands, or certain responsibilities 
to a subordinate. Delegation depends on the subordinate's skills and 
abilities as well as on availability and your needs at the time. 

Scheduling appointments, even with subordinates, can help you organize 
your time more effectively. It can cut down on the number of people 
who take up time you might have alloted for other things. 

There are many time-saving methods. Basically, they all help you 
avoid wasting time, "Job simplification" is one method of saving time. 
The approaches used in job simplification include: (1) eliminating 
unnecessary or nonessential steps, (2) rearranging methods 5 
operations, tools, supplies, job responsibilities, etc. , (3) modifying 
items or procedures to save time and energy, (4) combining activities 
when possible, (5) substituting a new method, and (6) standardizing 
methods so that certain common activities can follow the same format. 

Another time-saving method is referred to as "expanding your 
attention," As an entrepreneur, you have to be able to deal with more 
than one activity at a time. Thus, methods which help you keep track 
of various types of activities and their progress are important. Such 
tools as charts to map out progress or diagrams can be helpful. Under- 
standing the work cycle of your projects, and knowing when each will 
need more close attention can be invaluable establishing attention 
\^o^, les. Although you may need to attend £o many items, certain 
Uilngs will take precedence. However, the underlying element to 
expanding your attention is the attempt to make an even demand on 
your time, so that if one project does need more time, the others will 
not suffer. 
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Reading can also be a time saver. You should read sdectively and 
eliminate or ignore unnecessary reading. You should set hside time to 
do any required reading for a customer or superior. You should read 
all materials with a purpose and skim material with that purpose in 
mind. 

Time-saving actions include : (1) actually listening to suggestions, 
progress reports and employee comments; and (2) rationing your time 
with visitors, customers and sales people so that you do not get 
involved in time-wasting activities. If you follow these time-saving 
activities yourself, you will be encouraging your employ <f*»s to do so as 
well. 

Here are some time-*saving tips to follow: 

Schedule your work effectively. 

Eliminate unnecessary work. 

Perform work well the first time. 

Use proper tools, machinery, and equipment. 

Maintain equipment. 

Provide sufficient materials and supplies. 

Handle material properly. 

Use space efficiently. 

Assign work to capable employees. 

Provide understandable orders. 

Estabhsh job descriptions. 

Enforce discipline. 

Train workers as necessary. 

Be available to employees. 

Set a good example. 

By using these time-saving methods and techniques, you will be making 
time work for you, rather than letting it slip away. 
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Review 



lesson 

30 



Overview 

Owning and operating a successful small business means good manage- 
ment: and good management means being aware of the business's goals 
and objectives, the role of the small business manager and the functions 
of management. This review lesson summarizes these key concepts 
which were presented throughout the course in both the textbook and 
the audio lessons. 



Objectives 

After reading the textbook assignments and listening to the audio 
lesson, you should be able to do the things described in the following 
objectives. Check yourself to see if you have gained the skills 
described in the objectives. If you have difficulty with any objective, 
review the textbook material and the Summary of the Audio Lesson 
included in this study guide chaptei . 

1. Identify your business's rf.ijor goals and objectives. 

2. Relate these goals and objectives to your role as a small business- 
person. 

3. Identify the functions of management. 

4. Complete the steps involved in developing a business plan. 



Getting Prepared 

Reread Chapters 11, 12, 13, 14 and 15. pages 168-244, in Small 
Business Myaqanient . 5th edition. In addition, reread student supple^ 
ments 3. 19. 2S end 26 in the Student Supplement for Small Business 
Management . 5th edition. Review all of uie study guide materials. 



Summary of the Audio Lesson 

During this course, many definitions, concepts and ideas have been 
presented and discussed. The final audio lesson reviews and sum- 
iMTlxttS many of these ideas with particular attention given to: 
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1. the definitions of "entrepreneur," "self-employment," and 
"small business." 

2. the goals and objectives of small business. 

3. the job of the small business manager. 

4. the functions of managing a small business and activities that 
relate to these functions. 



In the first lesson of this course the terms "entrepreneur," "self- 
employment" and "small business" were defined. The definitions are: 

Entrepreneur a person who starts a business either from 

scratch with new products or services or 
who buys an existing business. 

Self- Employment -- working for yourself with direct control 

over work performed and fees to be 
charged. 

Small Business -- a business which is independently owned 

and managed and is not dominant in its 
field. 

The key to the importance of these definitions is the fact that the small 
businessperson or entrepreneur is in total control of his/her business. 
This means that you, as a potential or current owner of a small 
business, must be prepared to set the cjoals and objectives for your 
business and to guide your business towards the accomplishment of 
your goals through the management functions. 

Although every small business has a variety of objectives including 
service to the community and growth of the business, the primary 
objective for all small businesses is "PROFIT." After the deduction of 
all expenses from the income generated by sales, the small business 
should show a profit; and this profit should be relative to the time, 
energy and capital invested in the business. As a small business- 
person, you can compete for your share of the profits available in our 
free enterprise system by offering your customers the best price, 
quality and service. 




168 - 



ISO 



In light of the service, growth and profit objectives for all small 
businesses, the individual small busiii^js manager must set specific 
objectives for his/her business. The small business manager must also 
decide on the general strategies for conducting the business, identify 
problem areas, delegate responsibilities, set standards of performance 
and evaluate the results of the business. 

The major management functions are: planning, organizing, directing 
and controlling. 



Organizjii^ 



Planning The planning function consists of the establishment 

of policies and procedures to guide the future 
activities of the business. One of the major 
activities associated with the planning function is 
the preparation cf the business plan. 

The organizing function involves defining employee 
^esponsibi)Hies , dele^ ating authority and coordi- 
nating activities so that the business moves toward 
the desirer* objectives. Preparation of job descrip- 
tions is an activity associated with the organizing 
function , 

Directing — The directing function requires the small business- 
person to give orders, supervise work performed, 
motivate employees, communicate with employees and 
ejtabliLh rules and regulations. Activities that 
relate to staffing, selecting employees and training 
employees may also be grouped under the directing 
function. 

Controlling — Effective control over an organization is exercised 
by evaluating, appraising and examining the 
business and by comparing the business with what 
it oupht to be. One of the major activities asso- 
I ciated with the controlling function is the 

maintenance of good financial records. 



Putting It All Together 

SELF-QUIZ 

None. 
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ADDITIONAL REV: QUESTIONS 



As a small business manager, what do you consider be your 
major tasks in managing your business? 

What are the overall goals and objectives for your business ; 

do they relate to the objectives *^ profit, service and g o •? 

How do you plan to perform the foii management fun^ v 
your business: 

a. Planning? 



b, Organb-ing? 



c* Directing? 



d- Controlling? 



S UGGESTED ACTIVITIE S 

vou have not don;^ so already, prep^^re e business plan for your 
rec. or hypothetic^ r ^siness. 



Review and revise the job descripti'^ns and organizational chart 
you developed earlier in the course. 



1 CO 

X vj 

- 170 - 



